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SUMMARY 


Data in Many Forms... 


Statistics Canada disseminates data in a variety of 
forms. In addition to publications, both standard and 
special tabulations are offered on computer print-outs, 
microfiche and microfilm, and magnetic tapes. Maps 
and other geographic reference materials are avail- 
able for some types of data. Direct access to aggregated 
information is possible through CANSIM, Statistics 
Canada’s machine-readable data base and retrieval 
system. 


How to Obtain More Information 


Inquiries about this publication and related statistics 
or services should be directed to: 


Econometric Analysis Division, 

National Accounts and Analytical Services, 

Statistics Canada, Ottawa, K1A 0T6 

(Telephone: 990-9161) or to the Statistics Canada 
reference centre in: 


St.John’s (772-4073) Sturgeon Falls (753-4888) 
Halifax (426-5331) Winnipeg (949-4020) 
Montreal (283-5725) Regina (359-5405) 
Ottawa (990-8116) Edmonton (420-3027) 
Toronto (966-6586) Vancouver (663-3691) 


Toll-free access is provided in all provinces and 
territories, for users who reside outside the local 
dialing area of any of the regional references centres. 


Newfoundland and Labrador Zenith 0-7037 
Nova Scotia, New Brunswick 

and Prince Edward Island 1-800-565-7192 
Quebec 1-800-361-2831 
Ontario 1-800-268-1151 
Manitoba 1-800-282-8006 
Saskatchewan 1(112)800-667-3524 
Alberta 1-800-222-6400 
British Columbia (South and Central) 112-800-663-1551 
Yukon and Northern B.C. (area served 

by NorthwesTel Inc.) Zenith 0-8913 
Northwest Territories (area served by 

NorthwesTel Inc. Zenith 2-2015 


How to Order Publications 


This and other Statistics Canada publications may be 
purchased by using the attached order form, from local 
authorized agents and other community bookstores, 
through the local Statistics Canada offices, or by mail 
order to Publication Sales and Services, Statistics 
Canada, Ottawa, K1A OT6. 
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Preface 


The purpose of the Quarterly Economic Summary 
is to provide a quarterly description of macro-economic 
conditions and thereby to extend the availability of 
information on the macro-economy provided by the 
System of National Accounts. 


The publication provides a more detailed analysis 
than is available in the monthly Current Economic 
Indicators. In particular, the sectoral analysis of the 
data provides relevant information on industrial and 
regional developments. Tables of the source data, as 
well as transformations useful for current economic 
analysis are available in the Quarterly Economic 
Summary: Statistical Supplement. 


Technical terms and concepts used in this publication 
that may be unfamiliar to some readers are briefly 
explained in the glossary. More extensive feature 
articles will appear in this publication from time to 
time explaining these technical terms and concepts in 
more detail. 
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Note 


CANSIM Note 


CANSIM+ (Canadian Socio-Economic Information 
Management System) is Statistics Canada’s 
computerized data bank and its supporting software. 
Most of the data appearing in this publication, as well 
as many other data series are available from CANSIM 
via terminal, on computer printouts, or in machine 
readable form. Historical and more timely data not 
included in this publication are available from 
CANSIM. 


For further information write to CANSIM Division, 
Statistics Canada, Ottawa, K1A OT6 or call (613)990- 
8203 


+ Official Trade Mark of Statistics Canada. 


Summary 
(based on data available as of March 11, 1985) 


The first two years of the current recovery were 
marked by a relatively large dependence on export 
demand and sluggish domestic demand. Exports 
contributed about 80 per cent of the growth in GNP in 
the last eight quarters, compared to a post-1950 
average of 19 per cent over the first eight quarters of 
recovery. Conversely, final domestic demand has been 
weaker in this recovery than is normally the case. 
Compared to historical norms, business investment in 
plant and equipment has been the weakest component 
of domestic demand. Price inflation, as measured by 
the implicit price index for GNE, has risen 6 per cent 
in the past eight quarters, compared to an average of 
8.8 per cent in post-war upturns, largely reflecting 
weak commodity prices for exports in the current 
cycle. 


The rapid growth of exports, which drove much of the 
recovery in 1983-1984, faltered in the last five months 
of 1984. Declining shipments overseas and slower 
growth in United States demand accounted for the 
slight drop in the volume of exports in the fourth 
quarter. While rising import penetration accompanied 
the 0.5 per cent gain in real GNP in the United States 
in the first quarter of 1985 (compared to 1 per cent in 
the fourth quarter), much of the increase in imports 
reflected higher American demand for European and 
Japanese goods. Aside from motor vehicles, U.S. 
demand for a number of commodities exported by 
Canada remained weak. 


Final domestic demand in the fourth quarter rose 0.9 
per cent in Canada, as an upturn in consumer demand 
was partly offset by lower capital formation. Most of 
the quarterly increase in retail sales occurred early in 
the fourth quarter. An acceleration in employment 
and income in Ontario and Alberta during the fourth 
quarter accompanied an increase in retail sales in 
these regions. Despite a drop in mortgage rates in the 
fourth quarter, the lagged effect of the summer 
slowdown in housing starts pushed down residential 
construction expenditures by 2 per cent in the quarter. 


Business investment in plant and equipment in the, 
last quarter of 1984 was little changed for the fourth 
consecutive quarter. Investment is at a level about 2: 
per cent above its trough in the second quarter of 1983, 
following a 22 per cent drop related to the recession. 

The Public and Private Investment survey calls for an 
8 per cent gain in nominal outlays in 1985. Strong 
gains in the manufacturing and commercial services 
sectors, and signs of a pick-up in the energy sector 
outweighed weakness for utilities, trade, and metal 
mining. Following a substantial contribution to 
growth in 1983, arising mostly from an ending of stock 
liquidation rather than from outright accumulation, 
inventories declined slightly relative to sales in 1984 
and contributed little to the rise in GNP. Inventory 
restraint was particularly evident in the 
manufacturing sector, where most firms continued to 
evaluate stocks as too high or about right in the 
January 1985 business conditions survey despite a 
slowdown in stock accumulation in the fourth quarter. 


Demand for funds by domestic non-financial 
borrowers remained subdued in the fourth quarter, 
and firms continued to concentrate on restructuring 
balance sheets by repaying short-term debt. At the 
same time, capacity utilization remained relatively 
low, profitability weakened, and business investment 
in plant and equipment was little changed. In the first 
quarter of 1985, interest rates regained most of the 
decline registered in the fourth quarter, and the 
Canadian dollar - along with most currencies - 
weakened vis-a-vis the American dollar. 
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Output 


Economic growth slowed from 7.1 per cent in the first 
four quarters of recovery to 3.7 per cent in the latest four 
quarters. Within the year, most of this deceleration 
occurred in the last five months, notably as output de- 
clined in goods-producing industries. Export-oriented 
industries recorded the largest reversal, as the rapid 
growth in export demand through the recovery 
flattened out during the second half of the year. Final 
domestic demand continued to grow slowly compared 
to historical norms, particularly as business investment 
has lagged behind the recovery in other sectors of the 
economy. 


The deceleration in output growth was most evident in 
capital formation, where housing expenditures (+ 1.2 
per cent) and business investment in plant and 
equipment (+ 0.4 per cent) were little changed from 
the fourth quarter of 1983. Government current 
expenditure also restrained growth, rising 2.0 per cent 
in the past four quarters. Inventories accounted for 
only about 15 per cent of the gain in output in 1984, 
compared to about 80 per cent in 1983, as stocks have 
moved in line with sales over the last four quarters. 
Economic growth continued to be driven by exports 
(+ 12.5 per cent) and, to a lesser extent by consumer 
demand (+3.1 per cent), notably for durable goods 
(+7.2 per cent). Sharply higher demand for motor 
vehicles led the gains in export and consumer demand. 
‘Domestic and export demand for motor vehicles was 
equivalent to nearly 80 per cent of the growth of GNP 
in the year. When allowance is made for the portion of 
auto purchases supplied by imports, the net direct 
contribution of the auto sector to growth in domestic 
output still exceeded 50 per cent. This estimate 
excludes the indirect stimulus to other sectors from 
higher auto activity, such as increased demand for 
housing in the auto-dominated cities and towns 
(largely in southwestern Ontario) due to higher 
employment and incomes in the industry. There were 
also significant gains in exports of telecommunica- 
tions equipment (30 per cent) and office machinery (25 
per cent) and in consumer demand for electronic goods 
(sales of televisions and video cassette recorders rose 
over 30 per cent). 


Most of the deceleration of output occurred in the last 
five months of the year. Monthly industry output rose 
at a annual rate of 6.3 per cent in the first seven 
months of the year, before slowing to a 1.9 per cent 
annual rate of increase between July and December. 
The slowdown in output growth in the last five months 
of 1984 largely originated in a 0.4 per cent downturn 


in goods-producing industries (compared to a 4.3 per 
cent gain up to July). In particular, output declined 
between July and December by 17 per cent and 2 per 
cent in the forestry and mining sectors, respectively, 
at a time of weakening commodity prices and de- 
clining U.S. industrial demand. Manufacturing pro- 
duction was essentially unchanged during this period, 
following a 4.6 per cent gain in the year to July, as 12 
of the 20 major industry groups cut back (notably 
those industries related to investment and export de- 
mand - such as wood, paper, machinery, and chemical 
products - which had posted strong growth in the first 
portion of the year). Construction swung from a slight 
gain early in the year to a small decline after July, 
reflecting the course of residential building activity. 


Production in the service sector was steadier as growth 
slowed from 3.3 per cent up to July to 1.5 per cent from 
July to year-end. The moderate gain in services 
served to buoy aggregate output against the slight 
decline underway in the goods sector. Services also 
accounted for the sustained growth of employment in 
the labour force survey in the second half of the year. 
Output continued to grow at near a 3 per cent rate in 
the trade and community, business, and personal 
services industries between July and December. This 
partly offset a deceleration to marginal growth in the 
finance, insurance, and real estate and the transporta- 
tion, communication, and utilities industries, com- 
pared to gains of slightly over 3 per cent prior to July. 


Table 1 summarizes the major sectoral contributions 
to growth in the eight quarters of recovery in 1983- 
1984, and compares them to post-war cyclical upturns. 
The most salient feature of this comparison is the 
unusually large dependence of the current recovery on 
external demand, which accounted for about 82 per 
cent of growth in 1983-1984 compared to an average 
contribution of about 20 per cent. This exceptionally 
rapid growth in export demand, notably from the 
United States, has been largely offset by sluggish 
domestic demand, as all the components of final 
domestic demand have grown slowly. In particular, 
business fixed capital formation has declined over the 
first eight quarters of the current recovery, compared 
to the gradual strengthening recorded in past upturns 
(particularly in the second year of recovery). 
Consumer spending has made a_ restrained 
contribution to growth of about 47 per cent in the 
current cycle (compared to about two-thirds in prior 
upturns) despite relatively rapid growth in purchases 
of durable goods. At the same time, the rate of 
increase of real disposable incomes has lagged behind 
past upturns (4.8 per cent versus 10.5 per cent). 


TABLE 1 


Sectoral Contributions to the Growth 
of Real GNP over the First Eight Quarters of Cyclical Upturns* 


1952 1954 1958 1961 1975 Average 1983 


Personal Expenditure 74.3 56.2 49.7 43.9 81.7 61.2 49.1 

Durables 20.6 14.0 5.0 12.8 18.8 14.2 24.2 
Government 16.6 3.1 5.8 13.4 8.4 9.5 9.9 
Residential Construction Ly fel 8.6 6.4 0.6 12.6 9.2 1 Be | 
Plant and Equipment 24.0 27.4 -6.6 6.4 5.9 11.4 -3.1 
Inventories 28.3 14.7 9.4 10.8 -17.5 ok 41.9 
Exports 6.2 16.6 14.4 14.2 42.9 18.9 85.4 
Imports -34.1 -38.1 -27.0 -3.9 -42.0 -29.0 -67.7 
Final Domestic Demand 136.6 97.9 63.8 70.7 104.1 94.6 61.0 
% change in GNP 8.7 17.8 sg eS | 10.3 TA eet 9.0 


*1981 is excluded due to renewed recession, as are the last two quarters of the 1952-53 upturn. 
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Households 


The indicators of household demand were mixed in the 
fourth quarter. Personal expenditures on goods and 
services strengthened sharply (+1.4 per cent), 
especially car sales (+8.9 per cent), while housing 
expenditures declined by 2.4 per cent. An acceleration 
of employment and gains in incomes in Ontario and 
Alberta during the fourth quarter accompanied an 
increase in the total volume of Christmas sales in these 
regions. Nationally, weak sales of semi- and non- 
durable goods were accompanied by sharp increases in 
prices and by slow growth in labour incomes. The 
trend of employment weakened for the fifth consecutive 
month in January, according to the labour force survey. 


Total personal expenditures on goods and services rose 
1.4 per cent in volume in the fourth quarter, a sharp 
upturn from the 0.2 per cent increase in the third. 
Most of the upturn between the third and fourth 
quarters reflected a reversal in the durable and semi- 
durable goods components. Demand for automotive 
products recovered from a weak third quarter, while 
sales of non-automotive durable goods were 
stimulated by continued widespread price discounts 
for these goods (eight of the 24 components of durable 
goods recorded drops in their implicit price index, 
about the same number as in the previous three 
quarters). Following a diffuse 1.2 per cent decline in 
the third quarter, spending on durables rose 2.8 per 
cent in the fourth, and 7.7 per cent in the past four 
quarters. The increase in durable goods purchases in 
the past four quarters is largely attributable to higher 
car sales as well as consumer electronic goods, which 
outweighed weak demand for furniture and 
appliances. The gain in electronic goods, notably for 
video-cassette recorders and to a lesser extent for 
home computers, reflects an increased diffusion of new 
product innovations introduced in 1983. The 
Marketing Intelligence Service Ltd. reported that new 
product introductions declined 11 per cent in 1984, 
after a 61 per cent increase in the first year of 
recovery, as firms tried to take advantage "of an 
expected improvement in the economy and grab new 
sales without adding money or staff to develop new 
products” (GM 6/3). These new product innovations, 
concentrated in consumer durable goods, altered the 
distribution of consumer demand between durable and 
other goods and services. Spending on semi-durable 
goods rose 1.2 per cent during 1984. For the year asa 
whole, sales of semi-durable goods rose 2.2 per cent in 
volume, largely tracking the lacklustre course of 
clothing sales. Consumption of non-durable goods 
remained moderate, up 0.8 per cent in the fourth 


quarter, and 1.2 per cent in the past four quarters, due 
to restrained demand for gasoline as well as food 
products. Consumption of services grew 1.3 per cent 
after a 1.0 per cent gain in the third quarter. 
Consumer spending on services accelerated from 0.6 
per cent in the first half of 1984 to 2.3 per cent in the 
second half of the year. Growth in the fourth quarter 
was led by higher purchases of telephone equipment, 
which have expanded nearly 7 per cent in the past 
year, and by air transport (where a 7.6 per cent cut in 
prices triggered an 8.4 per cent gain in volume). 


A 1.5 per cent fourth quarter gain in personal 
expenditure on goods closely matched a 1.3 per cent 
increase in the volume of retail sales, which recorded 
its largest quarterly gain of the year. Most of this gain 
in the quarterly average reflected growth in 
September (+0.9 per cent) and October (+1.3 per 
cent), as sales declined 0.2 per cent in November and 
0.7 per cent in December (by which time the level of 
retail sales was 0.5 per cent below its fourth quarter 
average). The recent softening in the monthly 
measure of retail sales is consistent with the 
weakening of consumer confidence and the flattening- 
out of trade employment on balance in January (-1.3 
per cent) and February (+1.2 per cent). The 
Conference Board index of consumer confidence 
declined from 104.6 to 97.6 between the fourth quarter 
survey taken in November and the first quarter 
results taken in February. 


The downturn of retail sales in November and 
December reflected renewed weakness in demand for 
semi-durable and non-durable goods, as spending on 
durable goods rose to new peaks. Sales of semi- 
durable goods dropped by 2.9 per cent in December to 
offset the cumulative gain recorded since August. 
Most of the weakness originated in clothing (-3.9 per 
cent). Consumption of non-durable goods declined 2.3 
per cent, to a level last touched early in the recovery in 
1983. Food sales decreased by 2.1 per cent in 
December, and by a cumulative 5.0 per cent in the last 
three months. The weakness in demand for semi- 
durable and non-durable goods towards year-end 
accompanied some sharp price increases for these 
goods (up 1.0 per cent and 1.1 per cent respectively in 
December) at a time of slow growth in nominal wages 
and salaries (up 1.4 per cent over November and 
December, excluding the effect of special payments). 
Conversely, prices for durable goods remained 
relatively weak, as the implicit price index for durable 
goods rose 0.4 per cent in December to stand slightly 
below (-0.5 per cent) its peak level attained in 
February 1984. Consumer loan rates also declined 


significantly during the autumn, as the prime lending 
rate eased from 13.5 per cent in July to 11.25 per cent 
in December. All of the 1.9 per cent gain in durable 
goods sales in December originated in the automotive 
component, as vehicle sales soared 7.4 per cent to a 
monthly record of $433 million (compared to a trough 
of $250 million in 1982 and a pre-recession peak of 
$364 million early in 1980). Sales of furniture and 
appliances remained relatively strong in December, 
following a cumulative gain of over 5 per cent in the 
previous three months. This upturn in demand, at a 
time of weakening home construction, partly reflects a 
step-up of consumer purchases before the year-end 
expiry of the eligibility of certain types of furniture 
and appliances for Registered Home Ownership 
Savings Plans. A large drop in sales in January, when 
this feature ended, is indicated in the preliminary 
data. The gains in auto purchases outweighed lower 
demand for recreational equipment, and goods for 
home entertainment. In total, non-automotive 
durable goods declined by 0.1 per cent in December 
after a 1.7 per cent drop in November. 


The coincident indicators of the housing market 
reflected two opposing trends in the fourth quarter: a 
recovery in the resale market (+6.7 per cent) and a 
rise in repair expenditures (+2.2 per cent), which 
together were not sufficient to offset a decline in the 
new housing market (-7.0 per cent). During this 
period, gains in household income coupled with lower 
interest rates boosted consumer spending rather than 
residential construction. The anticipated stimulative 
effect of changes in government programs (the 
termination of Corvée-Habitation and the expiry of 
special RHOSP provisions) on housing starts late in 
1984, and hence work-put-in-place in the first quarter 
of 1985, will be modest. Housing starts reached about 
111,000 units in urban centres in January compared 
with 102,000 in December. In addition, the Conference 
Board’s consumer confidence index fell 6.7 per cent in 
February, even though interest rates were still 
declining. Filtered residential building permits have 
weakened steadily since mid-year, declining 3.5 per 
cent to 107,300 units in urban centres in January. 


Investment in the single-family housing market 
declined sharply in the fourth quarter (-8.7 per cent) 
compared with the previous quarter, in which the high 
for the year was recorded. With outlays of approxi- 
mately $531.2 million in the fourth quarter, activity 
in the single-family sector declined compared with last 
year’s fourth quarter level. There were also signs of 
continuing sluggish demand early in the year, as 
starts remained almost unchanged in January (65,000 
units in urban centres) from the preceding month 
(64,000). Ontario and Quebec, with 24,400 and 17,700 
single-family housing starts respectively, remained 


the mainstays of activity in this sector. Activity levels 
in the rest of the country were subdued but stable. The 
number of newly completed vacant dwellings 
remained virtually unchanged in January (+1.3 per 
cent), indicating that supply and demand were moving 
in tandem. As shown by the NHPI (New Housing 
Price Index), housing prices also remained stable, 
registering slight gains in December and January (0.2 
and 0.3 per cent respectively). However, prices 
continued to climb steadily in January in the main 
centres of single-family construction activity, the 
metropolitan areas of Quebec City (+0.9 per cent), 
Ottawa (+0.5 per cent), Toronto (+ 0.5 per cent) and 
Montreal (+ 0.2 per cent). 


The multiple housing market continued to deterio- 
rate, as investment declined for the third consecutive 
quarter. Activity was down 2.3 per cent in this sector 
in the fourth quarter, almost exclusively attributable 
to an accentuation of the decline in apartment 
building construction. In January, however, the num- 
ber of multiple housing starts in urban centres jumped 
by 21 per cent, to 46,000 units. This resurgence in 
activity was highly concentrated in Quebec, which 
accounted for 45 per cent of the rise. Its strength 
compared with other regions in January cannot be 
attributed to the termination of the Corvée-Habitation 
program, since construction of eligible dwellings had 
to begin by December 31, 1984. In Ontario, the 
multiple housing market continued to deteriorate at a 
rapid rate (-22 per cent in January), plunging to a 
mere 8,600 units in urban centres. This downturn 
may be temporary, however, since vacancy rates in 
apartment buildings (six units or more) contracted 
steadily between April and October 1984 in all 
metropolitan areas of the province. In October, 
vacancy rates in all areas except London (1.0 per cent) 
were under 1 per cent. Elsewhere in the country, 
January starts remained stable in the Prairies and 
increased in British Columbia and the Atlantic 
Region. 


Total employment fell 0.2 per cent in January after 
posting a similar increase in December, following the 
uneven upward trend in employment recorded 
through 1984. The quarterly rate of employment 
growth slowed to + 0.5 per cent in the fourth quarter of 
1984, compared with an acceleration (+1.0 per cent) 
in the third quarter and a slight increase (+0.6 per 
cent) in the second quarter. In the fourth quarter, the 
growth rate in goods-producing industries (excluding 
agriculture) edged up from 0.6 to 0.8 per cent as a 
result of an upswing in the manufacturing industry, 
due in part to the sustained level of motor vehicle 
trade. However, the increase in goods-producing 
industries was reversed in January (-0.2 per cent), in 
concert with a decline in construction employment 


(-4.0 per cent) following an accentuated deterioration 
in housing demand at the end of the year. The 
sluggishness of employment in the primary sector in 
the fourth quarter continued in January (-1.4 per 
cent), along with a decline in exports of crude and 
fabricated materials in November and December. 


Even though the employment growth rate in service- 
producing industries declined by half in the fourth 
quarter (+0.7 per cent), they were responsible for 
most of the employment increase in absolute terms 
during this period. Employment rose by 1.4 per cent in 
community, business and personal services and public 
administration, and by 0.6 per cent in trade. As in the 
case of the goods-producing industries, however, these 
gains did not persist into January. Employment in 
services was down 0.3 per cent in January, with sharp 
declines in trade (-1.3 per cent) and transportation, 
communications and public utility services (-0.5 per 
cent). Employment varied little in finance, insurance 
and real estate, and advanced 0.1 per cent in other 
services. 


In the fourth quarter, employment growth was mainly 
concentrated among adult females (+1.1 per cent), 
maintaining a trend that has been reinforced since the 
beginning of the 1983 recovery, as a result of an 
orientation toward a more service-oriented economy 
that emerged in the 70’s. This advance boosted 
employment by 0.7 per cent in the 25-and-over group, 
whereas youth employment fell 0.4 per cent, its first 
quarterly decrease in 1984. In January, youth 
employment sagged again (-1.6 per cent), and the 
growth rate for adult workers decelerated to 0.1 per 
cent. Employment among males aged 25 and over 
continued to rise at a modest rate, (+ 0.4 per cent), 
however, which was close to the average rate for the 
quarters of 1984. 


Although the increase in the employment level was 
smaller in 1984 than in the previous year, there was 
an appreciable improvement in the unemployment 
rate of all age-sex groups except adult females, which 
varied little. The labour force participation rate of 
adult females grew at a similar pace as employment, 


TABLE 2 


Female Labour Market Conditions 


Employment 

Female Female Total Female Total in services/** 

Employment/ partici- partici- unem- unem- non- 

Total Percentage pation pation ployment ployment agricultural 
Year Employment change* rate rate rate rate employment 
1976 37.1% 68.3 45.2 61.1 8.4 Tee! 69.0% 
1977 37.5% 60.9 46.0 61.6 9.4 8.1 69.9% 
1978 38.3% 62.8 47.9 62.7 9.6 8.3 70.0% 
1979 38.8% 49.7 49.0 63.4 8.8 7.4 69.8% 
1980 39.7% 69.0 50.4 64.1 8.4 7.5 70.3% 
1981 40.4% 66.4 51.7 64.8 8.3 7.5 70.6% 
1982 41.2% -15.7 51.7 64.1 10.9 11.0 12.5% 
1983 41.9% 116.7 52.6 64.4 11.6 11.9 73.3% 
1984 42.1% 51.9 53.5 64.8 11.4 11.3 13.1% 


EEE ey 


* Change in female employment relative to the change in total employment (Female and male, 15 year-and-over group). 


** Service-producing industries include transportation, communications, public utility services, trade, and finance, insurance and real estate as 
well as socio-cultural, commercial and personal services and public administration. 


climbing steadily to 50.6 per cent. The improvement 
of labour market conditions in Canada is limited 
compared with the progress made in the United 
States, where the unemployment rate continued to fall 
in December, reaching a level only slightly higher 
than in 1980. In Europe, however, the unemployment 
rate in many countries is now higher than in Canada 
and still rising. In January, the unemployment rate 
in Canada reached 11.2 per cent, as a result of a 
decline in employment (-0.2 per cent) and an increase 
in the labour force (+ 0.2 per cent). 


The regional breakdown of household income and 
demand showed a widening of the differences among 
the regions in the fourth quarter, although the labour 
force data indicated a widespread weakness in 
January. Since July, the employment trend has 
diverged on a regional basis, accelerating in Ontario 
and the western provinces (especially in Alberta), and 
slowing in Quebec and in the Atlantic Region through 
December. In January, however, while remaining 
sluggish in the Atlantic provinces and Quebec, the 
trend! lost some of its momentum in Ontario and in 
the western provinces, resulting in a slowdown of the 
total employment trend for the fifth consecutive 
month. Total labour income in the fourth quarter 
decelerated, recording the lowest increases in British 
Columbia (+ 0.7 per cent) and Quebec (+ 0.9 per cent), 
while the rate of growth was above the national 
average in Ontario (+1.8 per cent) and up from the 
third quarter in the Prairies (+1.9 per cent). The 
regional distribution of employment and labour 
income had little impact on the quarterly volume of 
retail sales, as growth rates remained virtually the 
same in all regions. On the other hand, monthly data 
on current dollar sales reflected the different 
performances in the regions, rising sharply in 
December in Ontario and the Prairies and declining in 
Quebec. The widespread increase in quarterly retail 
sales in all regions contrasted with weak housing 
demand. Also, the regional breakdown for housing 
was different from that of consumer spending. There 
were record lows in the Prairies and the West and 
smaller declines in the Atlantic provinces, Ontario 
and Quebec, where the single-family market has 
sustained activity. This pattern of housing activity 
prevailed throughout 1984. 


Effective base rates? in major wage settlements 
posted a significant increase, rising from 3.1 per cent 
in the third quarter to 4.3 per cent in the fourth. In 


1 The trend-cycle is obtained by filtering the data (see the Glossary). 


2 Effective wage increases comprise all increases included in 
collective agreements, including COLA clauses. The effects of 
COLA clauses are estimated on the basis of the latest CPI figures 
or a projected 4 per cent rise in the CPI. (For more details, see 
Major Collective Agreements produced by Labour Canada.) 
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spite of this rise, however, 1984 was the third 
consecutive year in which wage rates decelerated 
(+3.6 per cent); the slowdown was even more 
pronounced in construction (+1.9 per cent), as 
employment in that industry posted only a slight gain 
during the year (+1.1 per cent according to the LFS). 
The continued moderation in base rate increases in 
construction in the fourth quarter was accompanied by 
a slowdown in the primary sector (+2.8 per cent), 
transportation, communications and public utility 
services (+ 2.8 per cent), as well as trade and finance, 
insurance and real estate, which all posted sharp 
downturns in employment at some point during the 
autumn. Major wage settlements in 1984 showed the 
lowest increases in the West (2.4 per cent), especially 
for British Columbia and Alberta where employment 
gains were sluggish during 1984. The recorded 
increases in the fourth quarter were 2.9 per cent in the 
West, 4.0 per cent in the East (Quebec and Atlantic 
provinces) and 5.3 per cent in Ontario. 


In contrast to 1984 as a whole, the majority of workers 
signing collective agreements in the fourth quarter -—a 
period of average bargaining activity - were in the 
non-commercial sector. Base rates accelerated in 
three of the seven major industry groups, including 
public administration, which posted the highest rate 
of increase (5.4 per cent). Ten of the 22 agreements 
were signed in Ontario and called for larger increases 
than the third-quarter average. The acceleration in 
base rates in manufacturing (from 3.2 to 5 per cent) 
was due primarily to settlements reached in the auto 
industry, which affected 49,100 of the 68,000 workers 
who signed agreements. The education, health and 
social services sector was responsible for the accelera- 
tion in the average increase (from 3.0 to 4.1 per cent) 
for the community, business and personal services 


group. 


According to Labour Canada, bargaining activity will 
be less intense this year than in 1984, as 325 
agreements covering 874,000 employees — 71 per cent 
of them in the public sector - are due to expire during 
the year. However, the bargaining agenda will be 
heavy in March and April, when 21 per cent of the 
325 agreements will end, as well as in June (12 per 
cent) and December (23 per cent). Negotiated 
collective agreements in the community, business 
and personal services sector will affect 350,000 
employees in the education and health fields, 
including 249,345 in Quebec, 23,160 in Alberta 
and 23,600 in British Columbia. In public 
administration, agreements covering 73,405 
employees of the federal public service and 94,605 
provincial public servants (including 49,140 in 
Quebec) will expire. Approximately 60 per cent of 
the contracts (affecting 120,320 employees) due 


to expire in the transportation, communications and 
public activity services sector come under federal 
jurisdiction. 


Elsewhere in the service-producing industries, there 
will be bargaining to renew 18 agreements in the 
trade sector, involving various local sections of the 
United Food and Commercial Workers International 
Union. In the goods-producing industries, major 
settlements will be negotiated in the mining, quarries 
and oil wells group (10,000 Inco employees in 
Sudbury), the textile and clothing manufacturing 
sector (20,335), the auto industry (9,060 Chrysler 
workers) and the farm machinery industry (4,300 
Massey-Fergusson employees). There will be no 
bargaining in the construction and forestry industries 
in 1985, as this year’s agreements will be based on 
those signed in 1984. 


Investment 


The forecast results for business investment in 1985 
call for an upturn of about 8 per cent in nominal terms. 
Strong gains in the manufacturing sector and in 
commercial services lead this increase, while invest- 
ment in utilities remains a substantial drag on overall 
capital spending. A projected increase in the mining 
sector originated in the energy-related industries, and 
is more problematic in view of the large revisions to 
investment plans by this industry in the last three 
years. In particular, the preliminary actual results for 
investment in 1984 revealed that the small drop in 
nominal outlays originated in weakness in the mining, 
manufacturing, and utilities industries, after revisions 
from the mid-year forecast. The sluggish course of 
investment in Canada has been substantially below the 
gains normally recorded in the second year of a cyclical 
upturn, and lagged behind the 20 per cent increase in 
real investment in the United States in 1984. Ata time 
of high interest rates, firms in Canada in 1984 
concentrated on restructuring balance sheets before 
boosting capital outlays, while relatively low rates of 
capacity utilization in goods-producing industries and 
a slowdown of profits also served to restrain investment 
during the year. 


Real business investment in plant and equipment was 
essentially unchanged in the fourth quarter and, after 
revisions, is up only marginally (0.4 per cent) from a 
year earlier. The weakness of business investment 
has been evident in both non-residential construction 
and machinery and equipment in the past four 
quarters. Machinery and equipment expenditures had 
shown signs of firming late in 1983 and early in 1984 
(rising 4.4 per cent in four quarters), notably in 
demand for motor vehicles, telecommunications equip- 
ment, and office machinery. This incipient upturn has 
faltered over the past three quarters (-0.8 per cent), 
however, as reflected in the declining trend of demand 
for imported machinery and equipment and for new 
orders for machinery. The course of non-residential 
construction outlays has been weaker than machinery 
and equipment (-0.2 per cent in the past year), as the 
declining trend through 1983 has been followed by a 
flat performance through 1984. Rising building 
construction has been offset by sluggish engineering 
work. 


To date in the recovery, business investment in plant 
and equipment has declined over 8 per cent, following 
a 13.2 per cent cutback during the 1981-1982 
recession. This compares to a post-war average of 9.2 
per cent growth in the first eight quarters of recovery 
(particularly during the second year when capital 


investment typically has risen 8 per cent in the past). 
As a result of this ongoing weakness, the share of GNP 
devoted to business investment has declined from 17.0 
per cent late in 1981 to 12.8 per cent in the fourth 
quarter of 1984. Comparable levels were last recorded 
in 1971-1972. 


The slower upturn of business investment in the 
current recovery compared to past cyclical upturns is 
in contrast to the rapid recovery of profits early on in 
the recovery. Corporate profits at annual rates more 
than doubled from a trough of $19.9 billion during 
1982 to $40.8 billion in the first quarter of 1984, and 
the share of GNP accruing to profits recovered from a 
low of 5.5 per cent to 9.6 per cent over this period. 
Firms used the increase in profits largely to repay debt 
and restructure balance sheets during the recovery (in 
fact, non-financial private corporations were net 
lenders in 1983) rather than to boost investment 
outlays. Since the first quarter of 1984, corporate 
profits have reached a plateau, accompanied by weak 
business investment during the year. As a share of 
GNP, corporate profits before taxes edged down from 
9.6 per cent to 9.4 per cent, even without excluding the 
$2.2 billion increase in windfall profits in the fourth 
quarter (largely resulting from an increased valuation 
of goods due to the November 1 increase in the 
petroleum compensation charge). 


Using the preliminary actual estimates of the survey 
of Public and Private Investment (PPI) for 1984, one 
can compare nominal investment outlays by industry 
(see Table 3). In particular, it can be seen that the 
slight 3.0 per cent gain in nominal outlays for the year 
as a whole largely originated in the commercial 
services (+ 28.4 per cent) and trade (+ 10.5 per cent) 
sectors. Much of the growth in these sectors appears to 
reflect investment by small businesses, which are 
more abundant in these service industries than in the 
goods-producing industries such as utilities, manufac- 
turing, and mining. Additionally, 25 per cent of the 
growth in non-residential building permits in 1984 
were for projects valued at $250,000 or less. These 
pockets of strength were offset by sluggish investment 
outlays in the mining and manufacturing sectors 
(little changed in 1984, after large drops over the 
preceding two years) and by a significant cutback by 
utilities (off 7.3 per cent). 


The forecast results of the survey of public and private 
investment in Canada call for an increase of 8.2 per 
cent, or $4.1 billion in nominal business investment in 
1985, indicative of slow growth after allowing for 
price increases. The largest increase is forecast in the 
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manufacturing sector (+ $2.2 billion or +27 per cent), 
reflecting large outlays by auto firms within transpor- 
tation equipment and by aluminum companies within 
primary metals. There are also significant increases 
within the financial and commercial services indus- 
tries of over 10 per cent. The increase in commercial 
services follows an even larger gain in 1984 (+ 28 per 
cent), as small business formation in this sector has 
been very rapid of late. These increases in manufac- 
turing and services offset continued weak capital 
formation in utilities (-4 per cent), as well as sluggish 
investment plans in the trade, construction, agricul- 
ture, and metal mining sectors. The PPI results 
indicate that total mining investment, including oil 
and gas exploration and development, is expected to 
rise by $1.3 billion (or nearly 14 per cent). Whether 
these investment intentions will be realized during 
the year, however, is more tenuous than in other 
sectors. This reflects the substantial revision to 
investment plans in the oil and gas industry in the last 
three years, and the uncertainty of investment plans 
that are dependent upon the negotiation of a new 
federal-provincial energy pact with Alberta and the 
recent dip in world oil prices. Depending on the evolu- 
tion of these determinants, the forecast results could 
be subject to large revisions once again. (In the past 


three years, oil and gas investment has been revised 
between the forecast and the actual from +26.8 per 
cent to + 5.8 per cent in 1982; from + 10.3 per cent to 
-5.6 per cent in 1983; and from + 10.0 per cent to +1.1 
per cent in the preliminary actual for 1984.) 


The forecast increase in business investment in 1985 
is relatively weak in cyclical terms. This applies 
whether one compares the gain relative to the rate of 
increase in the second and third years of recovery in 
past cyclical upturns in Canada, or relative to the 
gains in business fixed investment in the United 
States in 1984 and 1985. First, Table 4 contrasts the 
slow growth of business investment in 1984 and into 
1985 with the increasingly important contribution to 
growth that usually begins in the second year of 
recovery and typically extends into the third. The 
weakness of investment in 1984, the second year of the 
current recovery, left business investment in the most 
recent quarter nearly 20 per cent below its pre- 
recession levels. This restraint reflects the incomplete 
recovery of the share of corporate profits in national 
income (at 9.5 per cent in the fourth quarter versus 12 
per cent before the recession), the weaker state of 
corporate balance sheets compared to pre-recession 
levels (for example, the debt/equity ratio was 1.37 in 


TABLE 3 


Capital Expenditures in Canada — 1984 
Preliminary Actual, 1983 Actual and 1985 Forecast 
(millions of dollars) 


Forecast 
Preliminary 1984 1985 

Actual Actual Forecast Percent Percent 
Sector 1983 1984 1985 Change Change 
Agriculture and Fishing 4087 4204 4234 +2.9 +0.7 
Forestry 155 204 217 +31.6 +6.4 
Mining 9623 9653 11049 +0.3 +14.5 
Construction 1285 1270 1298 -1.2 +2.2 
Manufacturing 8858 9089 11462 2a + 21.0 
Utilities 15457 14425 13787 -6.7 -4.4 
Trade 2026 2413 2333 +19.1 -3.3 
Finance 3916 3954 4438 +1.0 +31 2.2 
Commercial Services 3931 5050 5581 +28.5 +10.5 
Total Business 49338 50262 54399 +19 +8.2 


the fourth quarter, compared to a peak of 1.55 in 
1980), and low capacity utilization (74 per cent in 
manufacturing versus 80 per cent in 1980, and lower 
still in the utility and mining sectors). 


The importance of weak investment in the non- 
manufacturing sector in Canada is a major factor in 
restraining investment here relative to the United 
States in 1984 and 1985. In particular, the large gain 
in manufacturing investment (+29 per cent) in 
Canada forecast for 1985 is diluted by the smaller 
importance of this sector in total business investment 
in Canada relative to the United States (see Table 5). 
If manufacturing had the same weight in Canada as in 
the U.S. of 38 per cent (rather than 18 per cent in 
1984), business investment would be up 13.3 per cent 
in 1985 (versus 8.2 per cent in the PPI forecast). 
Conversely, the retrenchment of investment in mining 
and utilities in both countries is of much greater 
importance to Canada, where this sector accounted for 
38 per cent of investment. 
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TABLE 4 


Contribution of Business Investment to GNP Growth 
in the First Two Years of Recovery 


Year of Recovery lst Year 2nd Year 
1952 13.9 14.5 
1954 -4.4 20.4 
1958 -26.7 -14.6 
1961 0.7 3.5 
1975 9.3 10.4 
1980 35.9 = 
Average 4.8 6.8 
1983 -19.7 -12.1 
TABLE 5 


Sectoral Shares of Business Investment 
in Canada and the U:S. 


(1984 current dollars) 
U.S. Canada 
Manufacturing 37.8 17.8 
Non-Manufacturing 62.2 82.2 
~ Mining 4.0 21.5 
- Transportation 3.3 8.9 
- Utilities 13.3 16.3 
— Trade and Services 28.9 25.4 


-— Communications and others OL 10.2 
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Prices 


Inflation continued at moderate rates in the fourth 
quarter, as the implicit price index for both GNE and 
for final domestic demand rose 0.8 per cent from the 
third quarter, and by about 3 per cent in the past four 
quarters. Prices in the recovery in 1983-1984 have 
risen at slightly below the post-war average for cyclical 
upturns, with most of the discrepancy originating in 
smaller price increases for commodity exports and for 
capital goods. Prices for consumers have matched their 
post-war average in cyclical upturns, although price 
increases decelerated in the second year of recovery in 
contrast to the slight upturn evident in the past. The 
moderate increase in prices continued early in 1985, as 
increased food and energy costs in January accounted 
for most of the increase in consumer and manufac- 
turing prices. 


The cumulative increase in prices over the first two 
years of recovery in 1983-1984 has been more 
restrained than in past cycles. As shown in Table 6, 
the current cycle has seen the implicit price index for 
GNE rise 5.9 per cent in eight quarters, compared to 
an historical norm of 8.8 per cent in post-war cyclical 
upturns. Most of this improvement reflects the weak- 
ness of prices received for exports, which have declined 
1.5 per cent since the recovery began instead of the 
average 3.5 per cent increase. The implicit price index 
for final domestic demand has been somewhat more 
subdued than in the past (7.7 per cent versus 9.1 per 
cent), as price increases for capital goods have been 


tempered in the current cycle by weak demand for 
business fixed investment. Consumer price inflation, 
as measured by the implicit price index for personal 
expenditure on goods and services, has virtually 
matched the post-war average (8.1 per cent compared 
to 8.2 per cent). This measure of inflation, however, 
decelerated in the four quarters of 1984 (from 4.5 per 
cent to 3.6 per cent), compared to the gradual accelera- 
tion of inflation recorded in the second year of past 
cyclical upturns (from 4.0 per cent to 4.2 per cent). The 
decline of the rate of inflation in 1984 helped to 
sustain growth in real disposable incomes in the year 
(up 3.1 per cent). 


Inflation continued to rise at moderate rates early in 
1985. The unadjusted Consumer Price Index rose 0.4 
per cent in January, up slightly from the average 0.3 
per cent increase in the previous three months. The 
rate of increase of the seasonally adjusted Industry 
Selling Price Index was little changed at 0.3 per cent 
in January. Higher food and energy prices contributed 
most of the increase in consumer and manufacturing 
prices. Energy prices have risen steadily over the past 
three months, partly due to an increase in the 
petroleum compensation charge. Excluding energy 
prices, both the CPI and the ISPI have risen 0.2 per 
cent on average in the past three months. Food prices 
also increased sharply in January, notably for 
consumers (+1.2 per cent) where seasonal price 
increases for imported commodities served to reverse 
the downward trend in food costs evident since July. 


TABLE 6 


Price Increases over the First Two Years of Recovery for GNE and Components 


Post-war 
Average* 1983-1984 
Implicit Price Index - GNE 8.8 5.9 
- Exports 3.5 -1.5 
- Final Domestic Demand 9.1 TE 
- Personal Expenditure 8.2 8.1 
- Capital Formation 58 3.6 


* Excluding the 1980 upturn, which was aborted after four quarters 


The restrained price increases in January for most 
goods and services excluding food and energy 
originated in price cuts for a number of non- 
automotive durable and semi-durable goods. In 
particular, the price index for semi-durable goods 
within the CPI declined for the second month in a row 
(off 0.9 per cent after a 0.5 per cent decline in 
December) due to lower clothing prices. Prices of non- 
automotive durable goods also declined marginally in 
December (-0.1 per cent) and January (-0.3 per cent), 
notably for recreational equipment. The weakness in 
prices for consumer goods followed a slackening of 
consumer demand for non-automotive goods in 
November (-1.7 per cent) and December (-0.1 per cent). 
The weakness in retail prices for clothing and related 
products also was evident at the manufacturing level 
in January. 


The ISPI for non-durable goods excluding petroleum 
declined by 0.3 per cent in January after marginal 
increases (0.1 per cent) in November and December, 
led by lower prices for leather, textile, and clothing 
products. Prices for paper products also remained 
weak (-0.5 per cent), as has been the case since a July 1 
price hike. The trend of export demand for newsprint 
has slowed from 6.2 per cent to -1.2 per cent over the 
past six months. Prices for durable goods turned up 
slightly in January (+ 0.3 per cent) to regain the level 
established in April 1984. Most of the increase 
reflected higher auto prices (+1.4 per cent) where 
domestic and external demand remained at high levels 
in January. Prices for other durable goods were little 
changed, as declines for primary metal (-0.5 per cent) 
and non-metallic mineral products (-1.2 per cent) were 
offset by increases for machinery (+0.7 per cent) and 
wood products (+ 0.7 per cent). 
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External Trade 


The external sector registered a downturn in the fourth 
quarter, essentially as a result of a decline in overseas 
trade and a continuing slowdown in economic growth 
in the United States. Nevertheless, the level of exports 
in the fourth quarter of 1984 was strong compared with 
the first two quarters, and imports were down more 
sharply than exports, which boosted the trade surplus 
to a record $5,777 million. Exports maintained their 
relatively high level in the fourth quarter, mainly due to 
shipments of crude materials in October, especially 
crude petroleum and minerals. Motor vehicle products 
fell appreciably, but remained $410 million above their 
level of the second quarter. Food exports also sagged in 
the fourth quarter, accentuating the weakening trend of 
shipments to the United States. The value of imports 
decreased in the fourth quarter, but it remained fairly 
high compared with the second quarter. End products 
were responsible for most of the decline in imports, due 
to strikes in the motor vehicle sector in October and to 
the weakness of consumer goods imports, coupled with 
lower inventory inflow among non-agricultural firms 
in Canada. The drop in imports of finished goods was 
limited somewhat by an upturn in imports of industrial 
goods. 


The short-term trend for merchandise exports 
weakened slightly through the fourth quarter, and 
turned negative in December (-0.5 per cent). 
Nevertheless, their fourth-quarter performance was 
strong in comparison with the first and second 
quarters. Exports had increased substantially in the 
third quarter due to a build-up of motor vehicle 
inventories in anticipation of strikes. The growth of 
exports has been only partially reversed with the 
settlements of the auto strike, while there was an 
upturn in shipments to overseas countries. After a 
particularly poor third quarter, exports of crude 
materials in the fourth quarter posted an increase of 
$573.5 million (13.6 per cent), much of it to the United 
States (+ $150 million, or +14.8 per cent).3 In the raw 
materials category, exports of crude petroleum and 
ores of all types were the highest, and the majority of 
the shipments took place in October. The contraction 
in export volume during November and December was 
intensified by declines of 4.1 and 1.8 per cent in crude 
materials prices (parallelling a fall in world prices). 
Much of the downturn in the trend for exports was 
attributable to food products, which plunged by $628 
million in the fourth quarter (21.4 per cent), in 
particular because of a 35.5 per cent drop in wheat 


3 On acustoms basis. 


exports to countries other than OECD and EEC 
nations. Other factors were poor harvests in Canada 
last summer and international food surpluses. The 
$511.9 million (4.1 per cent) drop in end products 
also contributed to the weakness in exports. Exports of 
motor vehicle products to the United States decreased 
by 7.0 per cent, mostly in October when the 
automobile industry was affected by strikes. Exports 
of assembled passenger cars fell throughout the 
quarter, as there were excess stocks in the United 
States after the labour disputes were settled; the 
inventories-to-sales ratio in the U.S. oscillated around 
a very high level of 2.3 in the fourth quarter. The 
effect of weak motor vehicle exports was limited, 
however, by increased exports of motor vehicle parts 
following the strikes, coupled with sustained 
passenger-car production in the United States (+ 12.2 
per cent in November and +3.0 per cent in December). 
Excluding motor vehicles, end products edged up 0.8 
per cent during the quarter. This small increase is 
consistent with weak household outlays in the United 
States in the fourth quarter (+0.9 per cent in 
November and -0.7 per cent in October), after a 
downturn in the previous quarter. Moreover, the U.S. 
index of industrial production turned negative in the 
fourth quarter (-0.8 per cent), after posting an increase 
of 6.4 per cent in the third. Business investment also 
registered a decrease in the fourth quarter (-11.1 per 
cent), compared with a sharp increase in the second 
(+ 21.4 per cent). 


The short-term trend for merchandise imports con- 
tinued to decelerate in October (+0.4 per cent), and 
turned negative in the last two months of the quarter 
(-0.1 and -0.6 per cent). Imports of crude materials 
registered a sharp decline of 18.8 per cent, or -$403.1 
million, reaching their lowest quarterly level in 1984. 
The short-term trend was down for the fourth month 
inarow. Most of the quarterly drop was due to coal 
(-54.7 per cent) and ores (-28.4 per cent). At the same 
time, inventories of crude materials climbed by $2,303 
million in October, compared with an increase of $466 
million in July. As the strength of motor vehicle 
products faded in the fourth quarter, the value of end 
products imports decreased by $830.7 million, or 5.0 
per cent, from its third-quarter level. Imports of motor 
vehicle products declined by 4.9 per cent in October as 
a result of strikes in the industry. Auto parts, which 
are more sensitive to work stoppages, posted the 
strongest decline in October (-$284 million, or -19.6 
per cent). End products excluding motor vehicles 
declined 5.1 per cent in the fourth quarter. Quarterly 
imports of non-automobile products related to 
household consumption remained sluggish: apparel 


(-8.0 per cent), footwear (-12.2 per cent), recreational 
products (-5.0 per cent), home furnishings (-5.6 per 
cent), and photographic goods (-0.6 per cent). An 
increase in real personal spending in the fourth 
quarter (+ 1.4 per cent) does not reflect the decline in 
consumer goods imports, partly as wholesale levels 
were run down in the quarter. The decline in end 
product imports was tempered by increases of 1.6 and 
0.3 per cent in non-motor vehicle products in 
November and December respectively. Aircraft 
(+47.1 per cent) and engines (+43.9 per cent) 
accounted for the November gain. In December, 
however, the 0.3 per cent rise was spread over a much 
wider range of industrial products, including engines 
(+ 32.1 per cent), drilling machinery (+ 19.8 per cent) 
and metal-working machinery (+ 26.9 per cent). In 
line with this movement, 13 out of a total of 22 end 
products posted increased imports in December, 
compared to only 6 in October. Meanwhile, industrial 
production posted a slight increase in November (+ 1.5 
per cent) and December (+0.5 per cent), after a period 
of weakness between August and October (-1.1, -1.7 
and 0.5 per cent). Imports of fabricated materials 
edged up 0.4 per cent, as a result of a surge in 
petroleum and coal products (+68.6 per cent), the 
second most important import item. 
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Financial Markets 


Despite modest growth in gross national expenditure, 
demand for funds by domestic non-financial sectors 
remained subdued in the fourth quarter of 1984. These 
sectors raised $23.0 billion through issues of conven- 
tional market instruments#, which accounted for 21.4 
per cent of expenditures on goods and services produced 
in the quarter, slightly less than in the same period in 
1983. The corresponding figure for the third quarter of 
1984 was only 11.9 per cent. Because of the Canada 
Savings Bond campaign, borrowing is usually higher 
in the fourth quarter than in other quarters. 


Interest rates dropped quite sharply, particularly in 
the short-term market. The Bank rate fell by over 200 
basis points, which is in line with the decrease in the 
rate for 90-day commercial paper. The decline of the 
rate on longer-term instruments was more modest, 
amounting to about one percentage point. These 
general declines coincided with even more pronounced 
cuts in interest rates in the United States. 
Preliminary data for February 1985 indicated, 
however, a resurgence of Canadian short- and long- 
term rates and a substantial narrowing of the gap 
between the prime rate and the Bank rate. The 
sluggishness of demand for funds by domestic non- 
financial sectors partly explains the reluctance of 
banking institutions to raise their rates, as they are 
experiencing a sharp increase in deposits. 


Demand for funds by the household sector through 
conventional market instruments totalled an 
unadjusted $5.4 billion in the fourth quarter, which is 
two and a half times the borrowings in the third 
quarter but represents a slight decline compared with 
the fourth quarter of 1983. The strong growth in 
expenditures on consumer durables in the fourth 
quarter was reflected in sustained demand for 
consumer credit, which rose $1.6 billion. Individuals 
also increased their bank loans (by $1.5 billion), 
largely in order to purchase Canada Savings Bonds. 
Net demand for mortgage loans totalled $2.0 billion, 
which represents a sharp increase compared with the 
third quarter but a decline from the $2.6 billion 
borrowed in the fourth quarter of 1983, when the real 
estate market registered higher activity. 


As in recent quarters, demand for funds by non- 
financial private corporations remained at fairly 
modest levels in the fourth quarter. Along with a 
quarterly gain in profits, a slight decline in gross fixed 


4 See Financial Flow Accounts, Catalogue 13-002P, Table 1, line 5. 


capital formation and a_ virtual standstill of 
inventories contributed to restructuring balance 
sheets. Issues of shares and bonds totalled $2.5 billion 
and $1.2 billion respectively. Outstanding short-term 
paper (including bankers’ acceptances) fell $1.4 
billion, while bank loans rose by only $700 million. 
The combined effect of this activity was to lengthen 
the term structure and expand the capital base of 
these corporations. 


General government (federal, provincial and local 
governments) and hospitals raised $13.4 billion on 
conventional credit markets, down from $14.9 billion 
in the fourth quarter of 1983. Sales of Canada Savings 
Bonds netted the federal government $9.3 billion; this 
sum was sufficiently large to enable the federal 
administration to lower by $1.4 billion the Treasury 
bills outstanding. The combined deficit of general 
government accounted for 5.8 per cent of gross 
national expenditure. This percentage was slightly 
lower than the figure for the previous quarter, but 
higher than the 5.0 per cent recorded in the fourth 
quarter of 1983. 


After hovering between 75 and 76 cents U.S. since 
September 1984, the Canadian dollar fell to a record 
low of 72.62 cents in February 1985. The rise in 
interest rates in the United States was followed by 
more pronounced increases in Canada to widen the 
rate differential in the latter’s favour. 


In January, the most recent month for which data on 
transactions with non-residents are available, non- 
residents continued to invest in outstanding issues of 
Canadian bonds, producing a net capital inflow of 
$214 million. This type of investment maintained the 
trend that has prevailed over the past two years, with 
Japanese investors playing a leading role. Similarly, 
Canadian residents have been very active in the 
secondary market for foreign bonds since mid-1983, 
trading a record amount of over $4.5 billion in 
January 1985. Their net investment was not as high, 
however, generating a net outflow of only $85 million. 


International Economies 


International economic developments in the first 
quarter of 1985 were dominated by renewed strength in 
the international value of the U.S. dollar, which rose to 
all-time highs against the British pound, the French 
franc, the Italian lira, the Canadian dollar, and a 13- 
year high vis-a-vis the German deutschemark. The 
trade-weighted index of the dollar rose over 4 per cent 
in the first two months of 1985. The increase reflects 
the attraction of dollar-denominated investments in the 
$2 trillion Eurodollar markets, which has outweighed 
the effect of a growing current account deficit in the 
United States. The high value of the dollar does appear 
to be an increasing drag on the real economy in the 
United States in the first quarter, however, as most of 
the increase in final sales was supplied by imports. 
Exports to the United States drove much of the recovery 
in Germany, Canada, and Japan in 1984, and is an 
increasingly important factor in sustaining growth in 
Britain. The upward pressure on interest rates in most 
OECD region member nations to combat the 
depreciation of their currencies against the U.S. dollar 
remains a restraining influence on domestic demand in 
these nations, while protectionist pressures continued 
to grow as countries tried to improve their current 
account and combat unemployment. 


Economic developments in France late in 1984 were 
dominated by a renewed deterioration of the trade 
balance, accompanied by an improved outlook for 
domestic demand. INSEE, the state statistical agency, 
reported that the merchandise trade balance swung 
from a surplus of FFr 3.41 billion in the third quarter 
to a deficit of FFr 3.25 billion in the fourth quarter 
despite weak retail sales. INSEE also predicts a 
further deterioration of the trade deficit to FFr 12 
billion in the first half of 1985. The decline in the 
merchandise trade balance represents a reversal from 
the improving trend evident since 1982, when a record 
FFr 92 billion trade deficit incited the government to 
introduce an austerity program. INSEE said that it 
was unsure whether the drop in the trade balance in 
the fourth quarter, largely originating in a 3.6 per cent 
increase in merchandise imports despite weak 
consumer demand, represented re-stocking by 
suppliers who misjudged the level of domestic demand 
or a deterioration in the competitiveness of goods 
produced in France. Exports rose slowly, up 1.7 per 
cent in volume, with most of the increase reflecting 
massive wheat harvests from this summer’s crop. 
INSEE predicted that a strengthening of personal 
incomes would support a recovery of consumer demand 
in the first half of 1985, which supports the expressed 
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concern that there could be renewed strain on the 
trade balance. The volume of retail sales declined over 
2 per cent in the fourth quarter, and was down 1 per 
cent for the year as a whole. The annual rate of 
increase of wages outstripped prices (6 per cent versus 
5 per cent) in the quarter, after declining through most 
of 1984. In the most recent month of December, 
INSEE reported that the number of unemployed rose 
0.8 per cent (and 13 per cent in the past year), while 
consumer prices increased 0.2 per cent. The 1.4 per 
cent increase in the CPI in the fourth quarter was the 
slowest in over two years. 


Domestic demand also will be strengthened in 1985 by 
a significant recovery in French industrial 
investment, which is already underway according to 
Crédit National (the State-controlled agency that is 
involved in most medium and long-term lending to 
industry). Crédit National said that it expected 
industrial investment to rise 11 per cent in 1985 in 
real terms, after a 4.1 per cent increase in 1984. 
Crédit National’s forecast is based on a sample of 150 
firms. Its results are sharply different from the 
deceleration forecast by INSEE. According to INSEE’s 
surveys of business opinion, industrial investment 
will grow 5 per cent in volume after a 9 per cent 
increase in 1984. Both surveys exclude housing 
investment and investment by state utilities, which 
declined by 5 per cent and 6 per cent respectively in 
1984. The recovery of industrial investment over both 
years combined, evident in both surveys, reflects the 
improved profitability of corporations, to a level last 
seen before the first oil price shock in 1973-1974. The 
recovery in profitability is related to strong gains in 
productivity in the past two years, (70 per cent of new 
investment is attributed by firms to the need to 
enhance productivity), as well as to restrained pay 
increases that have reduced real wages over the past 
two years (FT 14-18/2). 


The Central Statistical Office (CSO) for the United 
Kingdom reported that its two leading indicators, one 
oriented to short-term movements in the economy 
about six months ahead and one to a longer-term of 
about a year, gave conflicting signals. The longer- 
term indicator rose for the fourth consecutive month in 
January 1985, after a downturn between May and 
September which had been interpreted by the CSO as 
a sign of economic slowdown in early 1985. The CSO 
has since revised its assessment, saying that "there is 
now no clear evidence of a turning point in economic 
activity in early 1985". The short-term indicator, 
however, has moved downward since October, while 
the index of coincident indicators was essentially 
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unchanged for the third successive month. The CSO 
said that interpretation of the figures had been made 
more difficult by the effects of the coal strike (which 
ended in March), as well as by the inconsistent trends 
in the two leading indicators. The CSO estimated that 
the coal strike reduced industrial output by about 3 
per cent in 1984. 


In a separate report, the CSO also announced that 
manufacturing output rose 3.5 per cent in 1984, 
although the recovery had come to a standstill in the 
last three months of the year. The estimates included 
a new "special correction factor" to prevent further 
upward revisions to the data covering small 
businesses. The estimate for December was boosted by 
one percentage point, and by an extra one-half of a 
percent for the previous two months. The correction 
factor will be removed for all but the three latest 
months once full quarterly data become available. 
Prior months were not adjusted. After correction, 
manufacturing output was estimated to be unchanged 
between the third and fourth quarters and one per 
cent higher than the average in 1980. Output is still 
about six per cent below its 1979 peak (FT 14-21/2; 
LPS 13/2). 


The Department of Employment said that unemploy- 
ment continued to rise in February, up 19,700 to a new 
record of 3.148 million. The average increase for the 
past six months was 12,000 more unemployed, as slow 
employment growth has been outweighed by an 
expanding labour force. The Department also reported 
large revisions to previous estimates, citing problems 
in the coverage of small businesses. Because of rapid 
growth in self-employment, the estimated number of 
jobs created in the year to September 1984 was revised 
up from 226,000 to 342,000. At the same time, the 
number of jobs lost between 1981 and 1983 was revised 
from 513,000 to 717,000. The net effect of the 
revisions was to leave the current level of employment 
about 250,000 below its pre-recession peak. 


The latest data on retail sales suggest that consumer 
demand slowed down at the turn of the year, after 
growth of about 5 per cent in 1984. The volume of 
retail sales rose 1 per cent in February to 113.9 
(1980=100), but remained substantially below the 
December value of 117.0. The average for the last 
three months, a period covering a considerable 
increase in interest rates and a devaluation of the 
pound sterling, was 0.5 per cent ahead of the previous 
three months. The slowdown of consumer spending, 
which had made a substantial contribution to growth 
in 1984, was partly offset by an improvement in the 
external sector early in 1985, as the merchandise 
trade deficit was lowered from 344 million to 76 
million in January. Exports have strengthened about 


5 per cent in volume in the last three months while 
imports declined apace. The Confederation of British 
Industry attributed part of the improvement to the 
stimulus from the pound’s recent devaluation, saying 
that export orders for manufactured goods were at 
their highest level in seven years. The February data 
on prices showed that the short-term inflationary 
effect of the devaluation on raw materials input prices 
has not caused an acceleration of either factory-gate or 
consumer prices. Raw material input prices rose 
about 8 per cent in the last three months, and 10 per 
cent in the past year, largely because of a drop in the 
value of pound sterling vis-a-vis the U.S. dollar of 5 
per cent so far in 1985, and 25 per cent in the last 12 
months. Industry selling prices, however, continued 
to rise at a 6 per cent annual rate in February, while 
retail prices rose at a 5 per cent clip. In January, the 
Bank of England had authorized a 4.5 percentage 
point rise in banks’ base lending rates to 14 per cent to 
defend the currency and reduce imported inflation 
(FT 12/3; LPS 26/2, 11/3). 


After expanding by 1.2 per cent in the third quarter, 
real GNP in Japan accelerated to 2.5 per cent in the 
fourth quarter, according to the government’s 
Economic Planning Agency (EPA). This represents 
the largest quarterly gain since the first oil shock in 
1973. For all of 1984, GNP rose 5.8 per cent compared 
to 3.4 per cent in 1983. The fourth quarter gain 
reflected accentuated gains in exports and business 
investment, which also had spearheaded growth for 
much of the year. A sharp increase in exports of 
manufactured goods encouraged these firms to boost 
investment outlays further, leaving the yearly 
average near 10 per cent (for example, electronic firms 
increased investment by 80 per cent in the last four 
quarters, machinery companies by 50 per cent and 
auto firms by 25 per cent). Strong growth in demand 
from Japan’s largest trading partners (notably the 
United States and the newly-industrialized countries 
of the Far East such as South Korea, Taiwan, 
Singapore and Malaysia) combined with a declining 
international value of the yen served to encourage the 
16 per cent increase in exports in 1984. The strongest 
sectoral gain was for videocassette recorders, as a 
doubling of shipments to the United States led an 
increase to 22.07 million units (FT 25/2; TS 18/3). 


The combination of a lower value of the Japanese yen 
at a time of huge trade surpluses reflects the 
historically high outflow of long-term capital from 
Japan. In fact, the record current account surplus of 
nearly $35 billion (U.S.) recorded in 1984 was more 
than offset by a net outflow of close to $50 billion (U.S.) 
in long-term capital. Over-and-above the attraction of 
capital to the United States that held throughout most 
of the western world in 1984, the outflow from Japan 


was accentuated by the substantial liberalization of 
the long-standing restrictions on the purchase of 
foreign currency assets by Japanese since 1980. 
Canada also benefitted from the outflow of funds, as 
Japanese investors bought about $1,775 million of 
Canadian securities in 1984 (FT 11-25/2). 


Protectionist pressures continued to increase as 
industrialized nations strove to improve their current 
account positions and reduce job losses. Mr. Jacques 
de Larosiére, director of the International Monetary 
Fund, urged nations to better resist the recent 
proliferation of ad hoc trade restrictions. He said that 
30 per cent of total imports of manufactured goods in 
the United States and Europe in 1983 were subject to 
some form of restriction, up 50 per cent from 1980. 
The cessation of voluntary import quotas on Japanese 
cars in Canada and the United States announced in 
March 1985 follows this counsel. For Canada, the 
most recent developments include renewed pressure 
for quotas on wood exports to United States (amongst 
the 200 petitions to the U.S. International Trade 
Commission regarding imported goods), and 
restrictions by the European Economic Community on 
a number of Canadian goods in retaliation for 
Canadian restrictions on EEC exports of beef and 
footwear (Ecst 26/1; FT 7/2, 5/3; Fortune 18/2). 
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United States Economy 


The moderate growth of the U.S. economy in the fourth 
quarter subsided in the first, with real GNP rising at 
about a 2 per cent annual rate. The optimism early in 
the first quarter that growth could accelerate in the 
short-term, particularly in January when a bullish 
trend in the stock market led a 1.7 per cent gain in the 
leading indicator, has been reduced. This 
accompanied an upturn in interest rates in February 
and March, a rejection of the Reagan budget proposal 
by the Senate budget committee, signs of weak real 
economic activity in February, and much-publicized 
financial hardship among savings and _ loans 
institutions in Ohio in March. The international value 
of the United States dollar continued to strengthen 
through to the end of the first quarter, when a drop 
accompanied an easing of interest rates. 


The “flash” estimate for GNP in the first quarter of 
1985 revealed a slowdown in real growth from near 1 
per cent in the fourth quarter to about 0.5 per cent. 
Personal expenditure continued to grow moderately 
(up 0.8 per cent in January and 0.7 per cent in 
February in value) and investment outlays continued 
to rise. Restrained inventory accumulation and rising 
imports subtracted from the growth of domestic 
production. The phenomenon of rising imports also 
was evident in the February labour force data. 
Employment continued to rise slowly (+ 294,000), to 
raise the employment to population ratio above its 
previous peak of 60.4 per cent in December of 1979, 
but the data also revealed a growing disparity between 
employment in the service and manufacturing sectors. 
Manufacturing jobs fell by 75,000 in February, and 
were up only 300,000 from February 1984 (largely in 
the auto industry). Total non-agricultural employ- 
ment rose by three million over the same period. Since 
July 1984, employment in manufacturing has 
stagnated at 19.7 million. Commenting on the 
employment figures, Robert Ortner, chief economist at 
the Commerce Department, said "the foreign sector 
continues to be a strong drag on the economy. We will 
have growth in GNP in the first quarter but it will be 
based on service industries, as foreign production is 
replacing domestic output" (FT 9/3). The non-farm 
payroll employment survey revealed a similar trend, 
as employment in services rose by 255,000 in February 
compared to a 136,000 drop for goods-producing 
industries. In terms of diffusion, only 47 per cent of 
the 185 industries recorded higher employment in the 
month, substantially below the average to date in the 
recovery. The survey also revealed a sharp drop in the 
average workweek, although part of this decline 


reflected unusually harsh winter weather, according 
to Janet Norwood, commissioner of the Bureau of 
Labor Statistics (GM 9/3). 


A slowdown of American industrial production, from 
an annual rate of increase of 6 per cent in the third 
quarter to less than 2 per cent in the latest three 
months ending in February, has served to limit a 
build-up of inventories. The overall ratio of nominal 
business inventories to sales stood at 1.36 at the end of 
1984 after a brief upturn to 1.37 during the third 
quarter (when final sales fell marginally at a time of 
rising output). This overall stability in the ratio of 
inventories to sales reflects an offset between re- 
stocking in the auto industry and cutbacks in other 
industries. In particular, the ratio of auto stocks to 
sales (measured in units) rose from a trough of 1.95 in 
September (when strike effects rose in the U.S. auto 
industry) to 2.17 in December and 2.34 in January. 


The related indicators for business investment in 
plant and equipment revealed sustained growth early 
in the new year, accompanied by a softening of the 
leading indicators of investment activity. Non- 
residential construction outlays rose 2.8 per cent in 
value in January, after increasing 2.3 per cent and 1.3 
per cent in the prior two months, while commercial 
vehicle sales jumped 18.3 per cent in the month to lend 
strength to equipment purchases. The steady growth 
within the coincident indicators does not necessarily 
imply that a slowdown in investment outlays forecast 
for 1985 as a whole will not be realized. The 
Commerce Department survey of investment plans 
taken early in 1985 called for a deceleration of real 
investment from 12.6 per cent to 6.8 per cent growth. 
The leading indicators of investment support the 
notion of a deceleration in the offing: for example, new 
orders for non-defense capital goods dropped 13 per 
cent in January (and about 8 per cent since 
November), while non-residential contract awards 
have fallen steadily since the autumn (and 9 per cent 
in January). The increasing importance of imports of 
business equipment suggests that the weakness of 
orders for domestic non-defense capital goods 
overstates the slowdown of investment plans. For 
example, domestic orders for capital goods declined at 
an annual rate of 4.6 per cent in the second half of 
1984, while a 17 per cent gain in business investment 
over this period was supplied by a 34 per cent increase 
in imports of capital goods. The slowdown in 
investment plans occurs at a time when the growth of 
corporate profits before taxes has slowed (from +45 
per cent during 1983 to +4.6 per cent in the last 
four quarters) and when the demands on industrial 
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capacity utilization have flattened out at about the 80 
per cent rate recorded in February. 


An increasing number of analysts emphasized the 
growing discrepancy between the evolution of 
aggregate domestic demand and domestic output, 
particularly as import penetration has increased in 
the goods-producing sector. February was a good 
example of this discrepancy, as retail sales rose 1.3 per 
cent and imports jumped 9.1 per cent while industrial 
output fell 0.5 per cent and employment in industry 
declined slightly. Most analysis has followed the 
Federal Reserve Board (see Federal Reserve Bulletin, 
July 1984 and September 1984) in attributing this 
discrepancy to the loss of industrial competitiveness 
reflecting the high international value of the United 
States dollar in recent years (including a surge to 
record highs vis-a-vis the Canadian dollar, the pound 
sterling, the French franc and the lira in February). 
Import penetration, as measured by the share of 
imports in real GNP, has risen from 8.0 per cent in 
1982 to 8.3 per cent in 1983, and 9.5 per cent by the 
end of 1984. Most of the increases have occurred in 
manufactured goods, notably machinery and 
transportation equipment, which have offset lower 
demand for crude materials (notably crude 
petroleum). 


Commerce Secretary Malcolm Baldrige testified 
before Congress that the rise of the dollar of about 50 
per cent since 1980 has cost the United States at least 
1.5 million jobs and about 2.5 per cent of GNP each 
year. Baldrige also estimated that the capital inflow 
into U.S. financial markets was financing about half 
the $180 billion U.S. federal budget deficit (GM 21/3). 
However, a study by the Commerce Department 
(Survey of Current Business, December 1984) provides 
evidence that the intensification of competitive 
pressures for manufacturing in the United States has 
not seriously eroded the long-term financial viability 
of this sector, although it has limited the possible 
gains in output and employment in the recovery. In 
particular, the study finds that gross profit margins 
remained near their historical norms of about 22 per 
cent in 1983, "lending little support to the hypothesis 
of declining performance in manufacturing". The good 
financial performance of manufacturing in the current 
recovery is reflected in manufacturing investment, 
which is estimated by the Commerce Department to 
rise 9.0 per cent in volume in 1985 after a 15.6 per cent 
gain in 1984. Over the two years combined, this is the 
largest sectoral increase in investment. 
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Special Study: Impact of Different Homeownership Methodologies on Consumer Price Index 
Behaviour Between Canada and the United States 


by Peter DeVries and Andrew Baldwin* 


I. Introduction 


Given the interrelationships between the Canadian 
and United States economies, it is not surprising that 
comparative analysis and evaluation of economic 
policy in the two countries has often focused on the 
differences in their inflation rates as measured by 
their respective Consumer Price Indexes (CPIs). Year- 
over-year comparisons indicate that price behaviour 
in the two countries has varied substantially over 
certain periods of time, as indicated in Chart 1. In the 
period 1971 to 1984, the differences were most 
pronounced in the recent span from 1979 to 1983. In 
the United States, consumer prices increased at a 
faster rate in the earlier part of this period, peaking in 
April 1980, whereas in Canada, price increases did not 
peak until June 1981. Since these respective peaks, 
consumer price increases have decelerated in both 
countries, but until 1984 Canada was registering 
substantially higher rates of inflation. These 
differences in price behaviour have _ received 
considerable attention in the media, as well as by 
those responsible for economic policy. 


Unfortunately, despite the high degree of interest in 
Canada-U.S. comparisons, seldom is it pointed out 
that part of the difference in observed price behaviour 
between the two countries is due to conceptual 
differences in their indicators of price change. 
Statistics Canada and the U.S. Bureau of Labor 
Statistics (BLS) use somewhat different concepts and 
methodologies in calculating their respective CPIs, 
and in particular have markedly different concepts for 
the homeownership component. This complicates the 
task of the economic analyst who would much prefer to 
have CPIs for both countries based on similar concepts 
and procedures. This paper attempts to incorporate 
the American approach to owned accommodation in 
the Canadian CPI, in order that more valid 
comparisons of price behaviour between the two 
countries may be made. 


In adjusting the Canadian CPI only for the 
homeownership component, it is not meant to imply 
that there are not other important differences between 
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the Canadian and American series. The two CPls 
have somewhat different definitions of their target 
populations, and are subject to different updating 
policies for their expenditure weights. Pricing fre- 
quency and sampling procedures used to obtain price 
quotes are different, as are imputation procedures for 
out-of-season items. Certain expenditure categories, 
such as medical care premiums and automobile 
financing charges, are excluded from the Canadian 
CPI but are important components of the U.S. CPI. 


This notwithstanding, it is difficult to overemphasize 
the importance of the homeownership concept in the 
measurement of consumer price change, as several 
recent studies have repeatedly shown. In 1980, BLS 
published the movements of analytical CPlIs 
incorporating homeownership series’ calculated 
according to different concepts (See Table 1). 
Although identical to the official U.S. CPI except for 
their homeownership series, these series showed 
markedly different rates of price change. Using these 
analytical series, Triplett showed that in most 
quarters, over half of the difference between the U.S. 
CPI and the U.S. deflator for personal consumption 
expenditures used in the U.S. National Accounts was 
due to the treatment of homeownership (see Section 
III). Finally, Edward J. Chambers obtained estimates 
of Canadian CPIs adjusted for the U.S. official concept 
of homeownership and the concepts used in their 
experimental indexes and obtained very different 
series from the official Canadian CPI (see Section II). 
The choice of homeownership concept is so important 
because under any concept, homeownership is bound 
to have an important weight in the CPI, although the 
relative magnitude of that weight is highly variable 
from one concept to another. (An item like automobile 
financing charges is minor by comparison, which is 
why its inclusion or exclusion will not greatly affect 
the overall CPI.) Just as important, the choice of 
concept will entail substantially different price 
movements of the homeownership component in the 
short term and in the medium or long term. By 
contrast, differences in updating policy affect only 
index weights and not price movements; differences in 
pricing frequency or in the imputation for seasonally 
disappearing items will influence measured price 
change in the short term but very little in the medium 
or long term. 


In conclusion, other differences between the Canadian 
and American CPIs are not likely to be of the same 
order of magnitude as the difference in their treatment 
of homeownership. 


The treatment of homeownership is conceptually 
difficult because a home is a consumer asset with a 
long useful life, generally purchased on credit, and 
with active resale and rental markets in which 
households participate as buyers and sellers. These 
are some of the reasons for the variety of approaches to 
homeownership suggested for the CPI. The 
assessment of these different concepts and of their 
appropriateness to the CPI is both interesting and 
important but is not the subject of this paper, which 
only derives and analyses U.S. and Canadian CPIs 
standardized for the U.S. treatment of home- 
ownership. 


II. Homeownership in the Canadian and Ameri- 
can CPI’s 


In Canada, the owned accommodation component 
measures the changes in the cost of using owner- 
occupied dwellings and is based on a variant of the 
user-cost approach to the treatment of homeowner- 
ship. Five elements are recognized as being part of 
homeowners’ specific costs of shelter: replacement cost 
of that part of the dwelling that is assumed to be used 
up in the year in question, mortgage interest costs, 
property taxes, homeowners’ insurance costs and 
homeowners’ repairs. The change in current 
transaction prices is used to represent the change in 
costs for each of these elements with the exception of 
mortgage interest costs. For this element, a 60-month 
moving average of new house prices and mortgage 
interest rates is utilized, reflecting the fact that 
homeowners make mortgage interest payments on 
loans contracted months or years previously. Except 
for its replacement cost element, the Canadian series 
excludes imputed costs, such as the opportunity cost of 
homeowners’ equity or accrued capital gains on a 
home. The mortgage interest element, as just 
remarked, reflects current costs rather than 
opportunity costs. 


The treatment of owned accommodation in the United 
States has varied over time. Prior to the release of the 
January 1983 index, the homeownership component 
was based on a net purchase concept; from January 
1983 forward, it has been based on a rental 
equivalence concept. 


Like the Canadian owned accommodation series, the 
U.S. net purchase series included property taxes, 
homeowners’ insurance costs and homeowner repairs 


23 


for all homeowners. Unlike the Canadian series, the 
U.S. series did not have a replacement cost component; 
instead it had a net purchase component. Conceptu- 
ally, net home purchases equal the replacement cost of 
owned housing plus net additions to the owned stock. 
If, as is generally the case, the owned stock is being 
added to, the net purchase weight will be greater than 
the replacement cost weight; if it is being depleted, the 
former weight will be inferior to the latter. 


The mortgage interest element in the U.S. net 
purchase series had an expenditure weight reflecting 
the contracted mortgage interest costs over the first 
half of the amortization period of those who purchased 
homes in the expenditure reference period. Thus, 
using a BLS example (see Section I), if a new home 
purchaser initiated a $25,000 mortgage in the expen- 
diture reference period at 8 per cent with a 25 year 
amortization period, his mortgage interest expense 
would be estimated as $22,222, the mortgage interest 
payments he would make at the contracted interest 
rate over the first 12.5 years since his purchase. 


Payments for only the first half of the amortization 
period were considered because a mortgage might be 
terminated early due to sale or refinancing of the 
house. Future contracted payments were not 
discounted to obtain their net present value in the 
expenditure reference period. 


The present U.S. rental equivalence series uses rents 
on tenant-occupied dwellings to measure the 
opportunity cost of the shelter services of owner- 
occupied dwellings. Replacement cost, property taxes, 
mortgage interest and dwelling insurance, all 
important items in the Canadian owned accommoda- 
tion series, have no place in a rental equivalence 
series, since homeowners would pay these costs in 
their rent if they rented rather than owned their 
dwellings. The American rental equivalence series 
does incorporate that fraction of owner repairs 
reflecting repairs normally made by tenants as well as 
premium payments for household effects insurance. 


These differences in the treatment of homeownership 
between Canada and the United States affect the 
overall CPI in two ways: 


1) they affect the expenditure share of home- 
ownership in the CPI; 


2) they affect the movement of the homeowner- 
ship component in the CPI. 


The impact of different concepts on the CPI expendi- 
ture shares is illustrated in Table 7. Under the net 
purchase approach, utilized up to and including the 
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December 1982 index, the expenditure share of owned 
accommodation was significantly higher in the U.S. 
CPI based on 1972-73 expenditures than in the 
Canadian CPI based on 1978 expenditures, both at 
December 1982 prices. With the introduction of the 
rental equivalence approach to the U.S. CPI, the 
relative importance of the owned accommodation 
component was reduced and its expenditure share 
corresponded more closely to that of the Canadian CPI. 


Until January 1983, the U.S. homeownership index 
incorporated a mortgage interest index that was the 
product of current home prices and mortgage rates. 
The Canadian mortgage interest index, calculated as a 
60-month moving average, only gradually filters in 
changes in interest rates and home prices that would 
be reflected immediately in the U.S. CPI. This is a 
point of some importance since the 1978-1982 period 
saw mortgage rates rise to unprecedented levels in 
both countries, an escalation that would be reflected 
with a substantial lag in the Canadian series and with 
no lag in the American. In summary, because of a 
larger expenditure weight and a more volatile 
movement, the homeownership component had a 
larger impact on the CPI All-items index in the U.S. 
than in Canada. 


III. The Comparative Canada Index 


In order to permit a more appropriate comparison of 
price movements between the two countries, the 
Canadian CPI has been adjusted in this study to 
incorporate the American treatment of owned 
accommodation. The analysis was undertaken for the 
period September 1978 to December 1984, September 
1978 being the link month in which the CPI was 
updated for 1974 expenditures and December 1984 the 
final month in which the CPI was based on 1978 
expenditures. For the period September 1978 to 
December 1982, the official approach to homeowner- 
ship was replaced by the net purchase approach!, and 
from January 1983 the rental equivalence concept was 
incorporated. The impact on expenditure shares is 
shown in Table 8. 


1 There were important differences in the price for homes used in the 
comparative Canada index and the U.S. CPI which could not easily 
be adjusted for. The American series were based on homes 
financed by the Federal Housing Administration (FHA), and as 
such was somewhat akin to the index that one might obtain for 
Canada if only homes financed under the National Housing Act 
(NHA) were priced. The Canadian series were the New Housing 
Price Indexes (NHPIs), derived from a survey of builders and as 
such included homes financed by both conventional and NHA 
loans. The NHPIs cover only new homes, but BLS used separate 
FHA series for new home prices and resale prices. 


The derivation of the expenditures for the net 
purchase approach was based on the variant used 
in calculating net purchase expenditures for con- 
sumer durables in the official CPI. As a result, all 
sales of houses are deducted from the total purchases 
of houses, even though a particular homeowner who 
sold a house may not have re-purchased another in the 
reference year. In the United States, a house sale by a 
household is deducted only if the same household 
purchased another house during the reference year. 
As a result, the expenditure share for house purchase 
is somewhat lower under the Canadian concept. The 
Canadian concept was adopted as it is consistent with 
the treatment of consumer durables in the Canadian 
series, and would likely be the approach followed if 
Canada were ever to officially adopt the net purchase 
approach for owned accommodation. 


This is not the only reason why the American weight 
is larger than the Canadian weight for the net 
purchase concept. The American weight is based on 
52.7 per cent of urban households being homeowners, 
a percentage derived from the 1972-73 Consumer 
Expenditure Survey. The Canadian weight is based 
on 47.1 per cent of urban households being home- 
owners, a percentage derived from the 1978 Family 
Expenditure Survey. This at least partly explains 
why the U.S. rental equivalence weight is also higher 
than the Canadian weight for December 1982, the 
greater the proportion of homeowners, the larger the 
rental equivalence weight. 


The results of calculating the comparative CPI are 
presented in Table 9. In comparison to the official CPI, 
the comparative CPI recorded substantially larger 
year-over-year price increases during most of 1981. 
Although the year-over-year increases in the compar- 
ative CPI peaked at about the same time as the official 
CPI, the former index peaked at a higher rate (15.5 per 
cent in September 1981 compared to 12.9 per cent in 
June 1981). 


In most of 1982 and 1983, the comparative CPI 
recorded year-over-year increases which were sub- 
stantially less than those registered in the official CPI. 
It was during this period that considerable attention 
had been focused on the issue of the Canadian 
inflation rate being significantly higher than that in 
the U.S. Using the comparative CPI, it can be 
observed that Canadian inflation actually paralleled 
that of the U.S. quite closely. In fact, in certain 
months of 1983 the year-over-year increase in the 
comparative CPI was lower than the corresponding 
change registered in the U.S. 


It should be noted that although the comparative CPI 
registered year-over-year changes which differed 
substantially from those registered in the official CPI, 
the overall trend of price changes did not change 
substantially. Both indexes recorded increases in the 
rate of price change up to mid-1981. Thereafter until 
the end of 1984, they have both registered decreasing 
rates of inflation. 


For 1983-1984, the years that the U.S. CPI has been 
based on a rental equivalence approach, the quarterly 
inflation rates of the Canada CPI and the comparative 
CPI are about the same magnitude, although the 
Canada CPI rates tend to be somewhat lower from the 
second quarter 1983 to the fourth quarter 1984, with 
the exception of one quarter. In 1984, the annual 
average increase of the Canadian CPI was 4.4 per cent, 
almost the same as the U.S. CPI’s 4.3 per cent, as 
opposed to 4.9 per cent for the comparative CPI. 


Although this paper has focused on Canada-U.S. 
comparisons, it should be noted that most other 
countries do not have the same homeownership 
concept as Canada, that is, a user cost concept that 
encompasses replacement cost but not other imputed 
costs. (One country that does have the same concept is 
Sweden.) Thus when one tries to compare the price 
behaviour of Canada with that of almost any other 
nation, one encounters the same conceptual problems 
as in Canada-U.S. comparisons. Most of our other 
major trading partners, including Japan and West 
Germany, calculate rental equivalence indexes for 
homeownership. The United Kingdom homeowner- 
ship component is based on money outlays, and the 
same approach is used by the Irish Republic and 
Iceland2. Analysts who compare Canadian price 
movements with those of other countries should try to 
take such conceptual differences into account, for as 
this study has shown, they can have a substantial 
impact on differentials in measured price change. 


2 Both France and Italy have money outlays indexes of limited 
scope: only homeowner repairs and water rates are included in 
homeowner costs. The official French CPI, a monthly index, 
follows the approach just described. Since 1974, France has also 
calculated a quarterly CPI which includes a rental equivalence 
index for homeowners and those receiving housing as a gift or as 
payment in kind. 


25 


26 


Chart — 1 


Percentage Change in the Consumer Price Index from the Same Month a Year Ago, 
1971 to July 1984 — Canada and the United States 
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Component 


Shelter 

Rented Accommodation 
Owned Accommodation 
All Other Accommodation 


Owned Accommodation 


Property Tax 
Homeowners’ Insurance 
Homeowners’ Repairs 
Mortgage Int. Cost 
Replacement Cost 

House Purchase 

Owners’ Equivalent Rent 
Other 


TABLE 7 


Comparison of Expenditure Shares! - 
Canada and the United States — December 1982 


Canada 
User Cost Net Purchase 
19.7 Shs 
6.2 6.0 
13.0 MASS 
0.5 - 


TABLE 8 


Owned Accommodation — Expenditure Shares 
in Relation to All-items CPI - Canada,! 


December 1982 


Official Net Purchase 
13.0 19.6 
2.4 2.0 
0.6 0.3 
1.8 1.5 
5.5 7.9 
Vip N/A 
N/A * 7.6 
N/A N/A 
0.5 0.2 


United States 
Rental Equivalence 


21.3 
6.9 
14.4 


Rental Equivalence 


13.0 


N/A 
0.0 
0.4 

N/A 

N/A 

N/A 

12.8 

N/A 
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1 Expenditure shares related to 1978 quantities expressed in December 1982 prices. Details with respect to the calculation of expenditures are 


available upon request. 
* N/A — not applicable 
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TABLE 9 


All Items Consumer Price Indexes for Canada and the United States 


Based on a Common Homeownership Concept 


Actual Values and Percentage Change from Same Month a Year Ago 
(September 1978 = 100) 


% Change 
Official % Change Comparative Comparative % Change 
CanadaCPI Canada CPI Canada CPI Canada CPI U.S. CPI U.S..CPl 

1978 

September 100.0 100.0 100.0 

October 101.1 101.2 100.8 

November 101.9 102.1 101.4 

December 102.1 102.4 101.8 

Year 

1979 

January 102.9 103.3 NOP 

February 103.9 104.1 103.9 

March 105.2 105.3 104.9 

April 105.9 106.0 106.1 

May 106.9 106.9 107.4 

June 107.5 107.5 108.7 

July 108.3 108.4 109.8 

August 108.7 108.8 110.9 

September 109.6 9.6 110.0 10.5 BT 12.1 
October 110.4 9.2 111.0 9.7 113.1 MAPA 
November 111.5 9.4 12:5 10.2 114.2 12.5 
December UPA 9.8 113.6 10.9 115.4 13.4 
Year 107.7 108.1 109.1 

1980 

January 112.8 9.6 113.9 10.2 117.0 13.9 
February 113.8 9.5 114.6 10.1 118.6 14.1 
March 115.0 9.3 116.0 10.1 120.3 14.7 
April 115.6 9.2 DLT? 10.6 DAR 14.7 
May 117.0 9.4 119.4 11-7 122.9 14.4 
June 118.3 10.1 119.4 11.0 124.2 14.3 
July 119.2 10.1 119.8 10.6 124.3 13.2 
August 120.3 10.7 120.9 jp ey 1254 12.8 
September 121.4 10.7 12202 eH 126.3 PASE 
October 122.4 10.9 123.7 115 127.4 12.6 
November 124.0 11.3 125.5 11.5 128.5 12.6 
December 124.7 11.2 126.3 2 129.7 12.4 
Year 118.7 119.9 123.8 

1981 

January 126.3 E220 128.3 12.6 130.7 Ley 
February 127.6 22 129.4 12.9 132.1 11.4 
March 129.2 12.4 13101 13.0 133.0 10.6 
April 130.3 a? 132.4 13.0 133.9 10.0 
May 131.4 12:3 133.9 12:1 135.0 9.8 
June 133.5 12.9 136.8 14.6 136.1 9.6 
July 134.6 12.9 138.1 15.3 ihe ya 10.8 
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ee ____ 


TABLE 9 - (Concluded) 


a ____ 


% Change 
Official % Change Comparative Comparative % Change 
CanadaCPI Canada CPI Canada CPI Canada CPI U.S/CPI U.S. CPI 

1981 

August 135.6 12.8 139.2 15.1 138.7 10.9 
September 136.6 12.5 141.2 15:5 140.1 10.9 
October 137.9 12.6 142.3 15.5 140.4 10.2 
November 139.1 12.2 142.8 13.8 140.8 9.6 
December 139.8 2a 142.4 12.8 141.2 9.1 
Year 133.5 136.5 136.6 

1982 

January 140.7 11.4 142.8 11:3 141.7 8.4 
February 142.5 11.6 144.7 11.8 142.2 7.6 
March 144.2 11.6 146.6 11.8 142.0 6.8 
April 145.0 11.3 147.5 11.4 142.6 6.5 
May 147.0 11.9 149.0 11.3 144.1 6.7 
June 148.5 11.2 150.1 9.7 145.8 Ta 
July 149.3 10.9 150.7 9.1 146.6 6.5 
August 149.9 10.5 151.2 8.6 146.9 5.9 
September 150.7 10.4 151.4 Tee 147.2 5.1 
October 151.7 10.0 151-2 6.2 147.6 5.1 
November 152.7 9.8 150.9 5.6 147.3 4.6 
December 152.7 9.3 149.9 5d 146.7 3.1 
Year 147.9 148.8 145.1 

1983 

January 152.3 8.3 150.9 4.7 147.1 3.8 
February 153.0 7.4 150.9 3.8 147.1 3.4 
March 154.6 Tez 150.5 3.5 147.2 Sut 
April 154.6 6.6 151.2 2.9 148.3 4.0 
May 155.0 5.4 152.8 21 149.1 3.5 
June 156.7 5.6 152.8 2.5 149.6 2.6 
July 157.4 5.5 153.3 2.6 150.2 2:5, 
August 158.2 5.5 155.1 2.8 150.7 2.0 
September 158.2 5.0 155.8 2.7 151.4 2.9 
October 159.1 4.9 156.6 3.4 151.8 2.8 
November 159.1 4.2 156.6 3.6 152.1 3.2 
December 159.7 4.5 157.4 4.7 152.3 3.8 
Year 156.5 T5327, 149.7 

1984 

January 160.5 5.4 158.3 5.6 153.2 4.1 
February 161.4 5.5 159.3 5.7 153.9 4.6 
March 161.8 4.7 159.7 4.9 154.2 4.8 
April 162.2 4.9 160.1 5.1 155.0 4.5 
May 162.5 4.8 160.4 5.0 155.4 4.2 
June 163.2 4.1 161.1 4.3 155.9 4.2 
July 164.1 4.3 162.0 4.5 156.4 4.1 
August 164.1 oar 162.1 4.5 157.1 4.2 
September 164.2 3.8 162.3 4.2 157.8 4.2 
October 164.5 3.4 162.4 37 158.2 4.2 
November 165.6 4.1 163.5 3.9 158.2 4.0 
December 165.7 3.8 163.7 4.0 158.3 3.9 


Year 163.3 161.2 156.1 


ene re. ee 
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Glossary 


Diffusion index: a diffusion index is a measure, 


End point 
seasonal 
adjustment: 


External trade 
Balance-of- 
payments basis: 


Customs basis: 


Net exports: 


Terms of trade: 


Filtered, 
filtering: 


taken across a group of time series, 
that indicates the uniformity of 
movement exhibited by the group. 
More precisely, for any given 
period the diffusion index is equal 
to the percentage of series in the 
group that are expanding during 
that period. The diffusion index 
thus indicates the dispersion or 
diffuseness of a given change in 
the aggregate. Since business 
cycle changes generally affect 
many economy processes diffusion 
indexes are useful in determining 
whether a change is due to cyclical 
forces. 


this procedure uses the data for the 
current period in estimating the 
seasonal factor for that period. In 
contrast the projected factor 
procedure calculates the seasonal 
factor for the current period by 
extrapolating past data. The end 
point procedure therefore allows 
changing seasonal patterns to be 
recognized sooner than _ the 
projected factor procedure. 


data which reflect a number of 
adjustments applied to the customs 
totals to make them consistent 
with the concepts and definitions 
used in the system of national 
accounts. 


totals of detailed merchandise 
trade data tabulated directly from 
customs documents. 


exports less imports. 


the ratio of merchandise export 
prices to merchandise import 
prices. This ratio can be calculated 
monthly on a customs basis from 
External Trade data, or quarterly 
on a balance of payments basis 
from GNP data. 


in general the term filtering refers 
to removing, or filtering out, move- 
ments of the data that repeat 


Final demand: 


Final domestic 
demand: 


Inventories 
By stage of 
processing: 


Labour market 
Additional 
worker effect: 
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themselves with roughly the same 
frequency. In the context used 
here we refer to removing the high 
frequency, or irregular move- 
ments, so that one can better judge 
whether the current movement 
represents a change in the trend- 
cycle. Unfortunately all such 
filtering entails a loss of timeliness 
in signalling cyclical changes. We 
have attempted to minimize this 
loss in timeliness by filtering with 
minimum phase shift filters. 


final domestic demand plus 
exports. It can also be computed as 
GNP excluding inventory changes. 


the sum of personal expenditure on 
goods and services, government 
current expenditure, and gross 
fixed capital formation by 
Canadians. Final domestic de- 
mand can also be viewed as GNP 
plus imports less exports and the 
change in inventories; that is, it is 
a measure of final demand by 
Canadians irrespective of whether 
the demand was met by domestic 
output, imports or a change in 
inventories. 


within a given industry invento- 
ries may be classified depending on 
whether processing of the goods, 
from that industry’s point of view, 
is complete, is still underway, or 
has not yet begun. Inventories 
held at these various stages of 
processing are referred to as 
finished goods, goods in process, 
and raw materials respectively. 
Note that in this context the term 
raw materials does not necessarily 
refer to raw or primary commod- 
ities such as wheat, iron ore, etc. It 
simply refers to materials that are 
inputs to the industry in question. 


refers to the hypothesis that as the 
unemployment rate rises, the main 
income earner in the family unit 
may become unemployed, inducing 
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Discouraged 
worker effect: 


Employed: 


Employment, 
Payrolls and 


Hours Survey: 


Employment/ 
Population 
Ratio: 


Labour force: 


related members of the unit who 
were previously not participating 
in the labour force to seek 
employment. This is also referred 
to as the ‘secondary worker effect’. 


refers to the hypothesis that as the 
unemployment rate increases, 
some persons actively seeking 
employment may become 
‘discouraged’ as their job search 
period is extended, and drop out of 
the labour force. 


persons who, during the reference 

period for the Labour Force 

Survey: 

a) did any work at all, for pay or 
profit in the context of an 
employer-employee _ relation- 
ship, or were self-employed. It 
includes unpaid family work 
which is defined as work 
contributing directly to the 
operation of a family farm, 
business, or professional prac- 
tice owned or operated by a 
related member of _ the 
household; 

b) had a job but were not at work 
due to own illness or disability, 
personal or family responsibili- 
ties, bad weather, labour 
dispute or other reasons 
(excluding persons on lay-off 
and those with a job to start at 
a future date). 


a monthly mail survey of most 
non-agricultural employers  col- 
lecting payroll information on the 
last week or pay period in the 
reference month, including figures 
on average hours, earnings, and 
employment. 


represents employment as a per- 
centage of the population 15 years 
of age and over. 


persons in the labour force are 
those members of the population 
15 years of age and over who, in 
the reference period were either 
employed or unemployed. 


Labour Force 
Survey: 


Paid worker: 


Participation rate: 


Unemployed: 


Monetary base: 


is a monthly household survey 
which measures the status of the 
members of the household with 
respect to the labour market, in 
the reference period. Inmates of 
institutions, members of Indian 
Reserves, and full-time members 
of the Canadian Armed Forces are 
excluded because they are 
considered to exist outside the 
labour market. 


a person who during the reference 
period did work for pay or profit. 
Paid workers do not include 
persons who did unpaid work 
which contributed directly to the 
operation of a family farm, 
business, or professional practice 
owned and operated by a related 
member of the household. 


represents the labour force as a 
percentage of the population 15 
years of age and over. The 
participation rate for a particular 
group is the percentage of that 
group participating in the labour 
force. 


those who during the reference 
period: 

a) were without work, and had 
actively looked for work in the past 
four weeks (ending with the 


reference week) and were 
available for work, 
or 


b) had not actively looked for 
work in the past four weeks but 
had been on layoff (with the 
expectation of returning to work) 
and were available for work, 

or 

c) had not actively looked for 
work in the past four weeks but 
had a new job to start in four weeks 
or less from the reference week, 
and were available for work. 


the sum of notes in circulation, 
coins outside banks, and chartered 
bank deposits with the Bank of 
Canada. Also referred to as the 
high-powered money supply. 


Prices 


Commodity prices: daily cash (spot) prices of individ- 


Consumer prices: 


Implicit prices: 


Industry prices: 


ual commodities: Commodity 
prices generally refer to spot prices 
of crude materials. 


retail prices, inclusive of all sales, 
excise and other taxes applicable 
to individual commodities. In 
effect, the prices which would be 
paid by final purchasers in a store 
or outlet. The Consumer Price 
Index is designed to measure the 
change through time in the cost of 
a constant "basket" of goods and 
services, representing the pur- 
chases made by a _ particular 
population group in a specified 
time period. Because the basket 
contains a set of goods and services 
of unchanging or comparable 
quantity and quality changes in 
the cost of the basket are strictly 
due to price movements. 


prices which are the by-product of 
a deflation process. They reflect 
not only changes in prices but also 
changes in the pattern of expendi- 
ture or production in the group to 
which they refer. 


prices charged for new orders in 
manufacturing excluding dis- 
counts, allowances, rebates, sales 
and excise taxes, for the reference 
period. The pricing point is the 
first stage of selling after produc- 
tion. The Industry Selling Price 
Index is a set of base weighted 
price indices designed to measure 
movement in prices of products 
sold by Canadian Establishments 
classified to the manufacturing 
sector by the 1970 Standard 
Industrial Classification. 


Laspeyres price 
index: 


Paasche price 
index: 


Valuation 
Constant dollar: 


Current dollar: 


Nominal: 


Real: 
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the weights used in calculating an 
aggregate Laspeyres price index 
are fixed weights calculated for a 
base period. Thus changes in a 
price index of this type are strictly 
due to price movements. 


the weights used in calculating an 
aggregate Paasche price index are 
current period weights. Changes 
in a price index of this type reflect 
both changes in price and 
importance of the components. 


represents the value of expendi- 
ture or production measured in 
terms of some fixed base period’s 
prices. (Changes in constant dollar 
expenditure or production can only 
be brought about by changes in the 
physical quantities of goods 
purchased or produced). 


represents the value of expendi- 
ture or production measured at 
current price levels. A change in 
current dollar expenditure or 
production can be brought about 
by changes in the quantity of goods 
bought or produced or by changes 
in the level of prices of those goods. 


represents the value of expendi- 
ture or production measured at 
current price levels. ‘Nominal’ 
value is synonymous with ‘current 
dollar’ value. 


‘real’ value is synonymous with 
‘constant dollar’ value. 
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Summary of Business Cycle Peaks and Troughs in Canada 1950-1982 


Monthly Reference Dates 


Recessions 
June 1951 to December 1951 
June 1953 to June 1954 
February 1957 to January 1958 
April 1960 to January 1961 
June 1974 to March 1975 
November 1979 to June 1980 
July 1981 to December 1982 


Expansions 
January 1952 to May 1953 
July 1954 to January 1957 
February 1958 to March 1960 
February 1961 to May 1974 
April 1975 to October 1979 
July 1980 to June 1981 
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Data in Many Forms... 


Statistics Canada disseminates data in a variety of 
forms. In addition to publications, both standard and 
special tabulations are offered on computer print outs, 
microfiche and microfilm, and magnetic tapes. Maps 
and other geographic reference materials are avail- 
able for some types of data. Direct access to aggregated 
information is possible through CANSIM, Statistics 
Canada’s machine-readable data base and retrieval 
system. 


How to Obtain More Information 


Inquiries about this publication and related statistics 
or services should be directed to: 


Econometric Analysis Division, 

National Accounts and Analytical Services, 

Statistics Canada, Ottawa, K1A 0T6 

(Telephone: 990-9161) or to the Statistics Canada 
reference centre in: 


St.John’s (772-4073) Sturgeon Falls (753-4888) 
Halifax (426-5331) Winnipeg (949-4020) 
Montreal (283-5725) Regina (359-5405) 
Ottawa (990-8116) Edmonton (420-3027) 
Toronto (966-6586) Vancouver (663-3691) 


Toll-free access is provided in all provinces and 
territories, for users who reside outside the local 
dialing area of any of the regional references centres. 


Newfoundland and Labrador Zenith 0-7037 
Nova Scotia, New Brunswick 

and Prince Edward Island 1-800-565-7192 
Quebec 1-800-361-2831 
Ontario 1-800-268-1151 
Manitoba 1-800-282-8006 
Saskatchewan 1(112)800-667-3524 
Alberta 1-800-222-6400 
British Columbia (South and Central) 112-800-663-1551 
Yukon and Northern B.C. (area served 

by NorthwesTel Inc.) Zenith 0-8913 
Northwest Territories (area served by 

NorthwesTel Inc. Zenith 2-2015 


How to Order Publications 


This publication may be purchased by using the 
attached order form. This and other Statistics Canada 
publications may be purchased from local authorized 
agents and other community bookstores, through the 
local Statistics Canada offices, or by mail order to 
Publication Sales and Services, Statistics Canada, 
Ottawa, K1A OT6. 


1(613)990-8114 
1(613)990-8115 
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Preface 


The purpose of the Quarterly Economic Summary 
is to provide a quarterly description of macro-economic 
conditions and thereby to extend the availability of 
information on the macro-economy provided by the 
System of National Accounts. 


The publication provides a more detailed analysis 
than is available in the monthly Current Economic 
Indicators. In particular, the sectoral analysis of the 
data provides relevant information on industrial and 
regional developments. Tables of the source data. as 
well as transformations useful for current economic 
analysis are available in the Quarterly Economic 
Summary: Statistical Supplement. 


Technical terms and concepts used in this publication 
that may be unfamiliar to some readers are briefly 
explained in the glossary. More extensive feature 
articles will appear in this publication from time to 
time explaining these technical terms and concepts in 
more detail. 
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Note 


CANSIM Note 


CANSIM? (Canadian Socio-Economic Information 
Management System) is _ Statistics Canada’s 
computerized data bank and its supporting software. 
Most of the data appearing in this publication, as well 
as many other data series are available from CANSIM 
via terminal, on computer printouts, or in machine 
readable form. Historical and more timely data not 
included in this publication are available from 
CANSIM. 


For further information write to CANSIM Division, 
Statistics Canada, Ottawa, K1A OT6 or call (613)990- 
8203 


+ Official Trade Mark of Statistics Canada. 


Summary 
(based on the data available as of June 18, 1985) 


The Canadian economy continued to expand at a 
moderate rate in the first quarter, led by increased 
stock accumulation and household demand. Export 
demand levelled-off, after nearly two years of rapid 
growth, while business investment in plant and 
equipment remained about 20 per cent below pre- 
recession levels. The gain in output in the first 
quarter was not sufficient to substantially alter the 
unemployment rate, while continued moderate price 
and wage increases accompanied a renewed decline in 
interest rates early in the second quarter. 


Household demand continued to lend support to the 
growth of aggregate demand. Personal expenditure 
slowed slightly from 1.5 per cent growth in the fourth 
quarter to 1.1 per cent in the first quarter. Personal 
disposable income rose steadily over the two quarters 
and consumer confidence stabilized after declining in 
1984. Spending on durable goods decelerated, as 
higher car sales were partly offset by flat demand for 
non-automotive durable goods at a time of rising 
interest rates. Spending on semi-durable and non- 
durable goods rose sharply in the quarter, particularly 
in March. Much of this increase appears to reflect 
unusually large income tax refunds late in the first 
quarter, which accounted for almost all of the 
quarterly gain in real disposable incomes. Labour 
income rose in line with consumer prices in the first 
quarter, as real wage gains remained limited by low 
growth in employment and average weekly wages. In 
particular, employment growth continued to lag in 
relatively high-paying full-time jobs in_ goods- 
producing industries, while negotiated wage 
settlements subsided to an effective annual rate of 3.2 
per cent in the first quarter. Housing demand rose in 
the first quarter largely as a result of higher sales of 
existing homes, while new home-building flattened 
out during the quarter after a drop late in 1984. 
Recent declines in mortgage rates have been more 
accentuated than for consumer loan rates. 


Household demand remained most buoyant in 
Ontario, which also has recorded the largest regional 
gain in employment since the slowdown in aggregate 
output began in August 1984. Increased employment 
in trade and services in April and May indicates that 
consumer demand continued to rise into the second 
quarter. This was accompanied by price cuts for a 
number of durable and semi-durable goods and by 
reduced financing rates offered by some auto firms, 
and follows a large build-up (over $1 billion) of retail 
inventories in the first quarter. 


Business investment in plant and equipment 
remained flat in the first quarter, and is little changed 
from a year-ago. With the growth in corporate profits 
slowing to about 7 per cent in the past year, and with 
most industries at low rates of capacity utilization, 
non-financial corporations continued the restruc- 
turing of balance sheets and increasing dividend 
payments rather than raising fixed investment. In 
particular, new issues of equity rose strongly in the 
first quarter (up $2.2 billion) as stock market prices 
increased to record high levels. Dividend payments 
jumped sharply in the past four quarters (up about 50 
per cent or $4 billion in value). The filtered versions of 
non-residential building permits and of contract 
awards decelerated early in 1985 from the growth 
recorded late in 1984. 


Export demand had led the recovery of final demand 
through most of 1983 and 1984, reflecting the robust 
expansion of American demand. The value of exports 
in the first quarter was buoyed by higher prices (which 
accounted for much of the upturn in the GNE implicit 
price index in the first quarter). Export volume has 
levelled-off in the past two quarters, however, as 
growth in the United States slowed. Nevertheless, 
export gains by commodity became more widespread 
in the first quarter, and tentative evidence of a firming 
in the United States economy emerged in the "flash" 
estimate of 0.8 per cent growth in real GNP in the 
second quarter. 


In its Mid-Year Outlook, the OECD forecast a 
slowdown in growth through 1986, largely as a result 
of slowing demand in the United States, accompanied 
by continued moderate inflation and _ high 
unemployment. The OECD cited the main risks to 
world growth as unsustainably large federal budget 
and current account deficits in the United States, 
possible large fluctuations in exchange rates, and 
weak commodity prices received for exports by 
developing nations. The OECD encouraged Japan to 
continue its efforts to boost imports and reduce 
protectionist pressures. It also called on nations where 
inflation and budget deficits are low, such as 
Germany, to consider tax cuts to at least partly offset a 
possible tightening of fiscal policy in the United 
States. The OECD expressed concern about the 
continued high level of unemployment and a lack of 
investment in new capacity and in new technologies in 
Europe. 


Output 


Real GNP_rose by 0.9 per cent inthe first quarter of 
1985, matching the gain in the fourth quarter of 1984. 
These quarterly gains in output represent a slowdown, 
both from the increase of 1.6 per cent posted in the third 
quarter of 1984 and from the 1.5 per cent average 
quarterly gain registered from the beginning of the 
recovery in the first quarter of 1983 up to the third 
quarter of 1984. Most of the slowdown over the past two 
quarters originated in a levelling-off of merchandise 
exports at a time of slowing American demand, with no 
offset forthcoming from business investment in plant 
and equipment. Consumer demand and an upturn in 
residential construction helped to sustain growth in 
real final domestic demand at 1.1 per cent in the past 
two quarters. There was a large upward swing of $1.4 
billion in non-farm business stock accumulation, to an 
annual rate of $1.2 billion in the first quarter. 


The large role played by inventories in contributing to 
growth in the first quarter resulted largely from an 
increase of about $1 billion in the volume of retail 
auto inventories. In this sector, the stock-to-sales 
ratio jumped sharply from 1.08 in the fourth quarter 
(when strikes disrupted supplies) to 1.28 in the first 
quarter, the highest level in over a year. Most of the 
increase occurred in North American-built model 

' lines, as imports of Japanese passenger cars remained 
under the effect of quotas until April 1, 1985, while 
there was a substantial increase in imports from the 
United States. 


Total manufacturing inventories were virtually 
unchanged in the first quarter, as reductions in raw 
materials and goods-in-process offset an increase in 
finished goods. The drop inraw materials and goods- 
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in-process inventories totalled $130 million (at annual 
rates) in the fourth quarter and nearly $250 million in 
the first quarter. These declines are consistent with 
the slowdown of manufacturing output over this 
period. 


Within manufacturing inventories, there was a slight 
pick-up in the rate of accumulation of finished 
product inventories from about $100 million (at 
annual rates) in the fourth quarter to $125 million in 
the first quarter. The first quarter upturn of finished 
goods stocks occurred despite a reversal of manu- 
facturing output from a 0.3 per cent rise in the fourth 
quarter to a 0.6 per cent drop in the first quarter. 
Stock accumulation in the fourth quarter was res- 
trained by liquidations in 10 of the 19 major industry 
groups in manufacturing. In retrospect, these 
reductions were followed by drops in output in 8 of the 
10 major industry groups which reduced stocks in the 
fourth quarter (see Table 1). Many of the same 
industries registered a build-up of finished product 
inventory in the first quarter as well as a drop in 
output (notably industries oriented to export and 
investment demand, such as transportation equip- 
ment, wood, rubber and plastic, machinery, and 
primary metals - all of which recorded lower stocks in 
the fourth quarter). 


The cautious stance of manufacturers towards stock 
accumulation is evident in the recent results of the 
business conditions survey. In January 1985, the pro- 
portion of manufacturing firms which judged finished 
product stock levels as too high rose to 28 per cent from 
22 per cent in October 1984. The April 1985 results of 
this survey posted another small increase in the 
proportion of firms which evaluated stocks as too high, 
to 30 per cent, while the percentage of firms indicating 
that their finished product inventory was too low 
remained at 3 per cent. 
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Table 1 
Change in Manufacturing Output and 
Finished Product Inventories, 
Fourth Quarter 1984 and First Quarter 1985 
(Seasonally Adjusted at Annual Rates, 
Millions of 1971 Dollars) 


Fourth Quarter First Quarter 
Output Stocks Output Stocks 
Primary Metals - 46 36 eel, ap 
Metal Fabricating eon + 16 48. Gul 20 
Machinery ay he! 4 je + 8 
Transportation Equipment - 24 56 101 + 40 
Electrical Products + 54 1b + 103 swe a7 
Non Metallic Minerals 5 abet, + 4 Shel ae Oh 
Wood eS 16 Ihe sm ae 
Furniture a ae 0 ar JU 12 
Petroleum Eo A 44 4 12, 
Chemicals opt + 40 J 420) be 2S 
Paper and Allied - 54 + 60 3 aes 
Printing tome) 16 sO se! 
Rubber and Plastic + 46 12 103 + 16 
Knitting and Clothing Spy cad ero 62 sp ie 
Food and Beverages Or nae asic) 36 oo 
Textiles + 24 ap AG se UE: 28 
Leather sp 1G) 4 5 8 
Miscellaneous anes. ip 3 0 
Tobacco 412 24 6 5 
Total + 84 2 - 175 + 131 


In terms of output by industry (RDP), the economy 
continued to be led by steady growth in services, which 
outweighed declines in goods-producing industries. 
The quarterly increase in output was about evenly- 
distributed through the three months, as RDP rose 0.2 
per cent in each of January and February and 0.3 per 
cent in March. These increases match the 0.2 per cent 
average monthly gain recorded since July 1984. 
Service producing industries posted the second 
consecutive quarterly gain of 1.0 per cent, led by 
increased activity in stock markets and real estate 
agencies, as well as retail trade. Output in goods- 


producing industries (excluding agriculture) edged 
down 0.1 per cent in each of the last two quarters, as 
industrial production has flattened-out over this 
period and as construction activity has posted 
consecutive declines. The sluggishness in industrial 
production reflects the deceleration of manufacturing 
output, coupled with marginal declines in mining 
(totalling 0.4 per cent over the two quarters). The 
easing in mining output was most evident in metal 
mining, as prices for metal products on international 
commodity markets remained weak. 


Households 


The household sector in the first quarter was hilited by 
further growth in personal expenditures and by an 
increase in disposable income. Some components of 
household spending exhibited a sensitivity to interest 
rate movements, as outlays on durable goods slowed 
with a rise of consumer loan rates. Lower income taxes 
were responsible for the increase in personal disposable 
income, as real labour income was virtually unchanged 
in the quarter. Overall, there was no growth in 
employment: a modest increase in the services sector, 
led by sharp gains in the trade sector in Ontario, offset 
a decline in the _ goods-producing industries. 
Employment remained anemic in manufacturing, 
especially in Ontario. 


Total real personal expenditures on goods and 
services posted two quarters of solid growth, 1.1 per 
cent in the first quarter of 1985 and 1.5 per cent in the 
final quarter of last year. A slowdown in personal 
spending in the third quarter of 1984 (-0.1 per cent) 
was partly attributable to outlays on durable goods, 
particularly passenger cars, and some semi-durables. 
The upturn in personal spending in the fourth quarter 
of 1984 and the first quarter of this year coincided with 
increases in personal disposable income of 2.9 and 3.2 


per cent, after a lacklustre third quarter (+0.3 per 
cent). A 1.5 per cent increase in labour income in the 
first quarter of 1985 was modest given that the 
personal expenditure price deflator posted a 1.3 per 
cent advance. A decline in income taxes, however, 
outweighed the weak increase in income before taxes. 
Sustained employment growth in the trade sector, up 
by 59,000 from December to May according to the 
labour force survey (LFS), indicates a continuation of 
the recovery of personal expenditure in the near term. 


Constant dollar retail sales climbed 1.2 per cent in the 
first quarter, following a 1.4 per cent increase in the 
fourth quarter. Most of the first-quarter rise occurred 
in March (+ 2.6 per cent), as sales in February were 
only 0.2 per cent higher than the average for the 
fourth quarter. Almost half of the March increase was 
attributable to semi-durable goods, as the clothing 
(+6.0 per cent), footwear (+5.9 per cent), home 
furnishings (+4.8 per cent) and hardware (+5.2 per 
cent) components combined for a 5.6 per cent gain. A 
second source of growth in March was durable goods, 
which accelerated after marginal increases in January 
and February. Despite steady growth in auto sales in 
the first quarter, outlays on durable goods slowed from 
4.3 per cent in the fourth quarter to 2.1 per cent in the 
first, as consumer loan rates rose. Sales of non- 
durable goods were up only marginally in the first 
quarter (0.3 per cent). 


Table 2 


Real Personal Expenditures 
Percentage Change from the Preceding Quarter 


1984 1985 
Third Fourth First 
quarter quarter quarter 

Total, goods and services -0.1 LS salt 
Total, services 0.7 1.6 0.3 
Total, goods - 0.6 1.4 Er 
Durable goods (Retail Sales) 0.2 4.3 2.1 
Motor vehicles -1.6 Dall 6.1 
Other durables 0.3 2.8 1.6 
Semi-durable goods -0.7 1.4 0.7 
Clothing 0.8 1.6 15 
Footwear ell i} 13 
Non-durable goods 1.9 Le, 0.3 
Food 2.0 oak 0.4 
Gasoline ee 15 Zell 


The coincident indicators of the housing market 
in the first quarter of 1985 were mixed. There was a 
sharp increase in residential investment, up 5.1 per 
cent after a sluggish fourth quarter (-0.7 per cent). At 
the same time, the residential index of RDP was weak 
through the first quarter of 1985 (January, -0.2 per 
cent; February, +1.5 per cent; March, -4.3 per cent). 
Weak starts in late 1984 (101,000 units at annual 
rates in urban areas in December) and a lacklustre 
first quarter were responsible for the decline in new 
housing activity. Although housing starts remained 
at low levels, they posted advances throughout the 
quarter (January: + 10.8 per cent; February: +2.0 per 
cent; March: +3.5 per cent). The quarterly growth in 
residential investment was attributable to increases 
in only two components: renovations expenditures 
(+8.5 per cent), which benefitted from the stimulative 
effect of applications just before the expiry of the 
Canada Oil Substitution Program (terminated on 
March 31, 1985), and real estate commissions (+ 32.6 
per cent). The latter increase reflects an upward trend 
in housing sales that began in September 1984. Sales 
through the Multiple Listing Service (MLS) continued 
to rise in the first quarter of 1985, posting a 19.3 per 
cent gain for Canada as a whole. This upturn occurred 
in all regions: the Atlantic provinces (+ 7.6 per cent), 
Quebec (+35 per cent), Ontario (+23 per cent), the 
Prairies (+ 13.6 per cent) and British Columbia (+ 8.2 
per cent). 


Figure 3 
R.D.P. Residential Index 
120 —— / 


80 


1981 1983 1985 


The leading indicators of investment pointed to a 
halt in the deterioration of the new housing sector. 
The leading indicator of residential construction 
intentions (as measured by building permits) levelled- 
off in January (+0.1 per cent) and February (+ 0.5 per 
cent), after four successive months of decline. The 
consumer confidence index produced by the Con- 
ference Board indicated a similar trend, remaining at 
103.4 in the first quarter after falling since the third 
quarter of 1983. The composite leading indicator 
(mortgage loan approvals, housing starts and building 
permits) of residential construction was up for the 
third straight month, with gains of 1.2 per cent in 
January, 1.7 per cent in February and 1.7 per cent in 
March. 


The single-family housing market as a whole 
weakened in the first quarter of 1985. Housing starts, 
which stood at only 65,000 units at annual rates in 
urban areas in January, fell to 62,000 units in 
February and to 61,000 in March. After declining 
between August 1984 and January 1985, mortgage 
rates rebounded in February (one year: 11.25 per cent) 
and March (one year: 11.75 per cent). A further 
restraint on single-family construction intentions in 
Quebec was the termination of the "Corvée-Habi- 
tation" program on December 31, 1984. Intentions in 
urban areas in Quebec declined 30.0 per cent in 
January and a further 10 per cent in March. 


Figure 4 
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The downturn in the multiple housing market, 
which began in 1984, persisted into the first quarter of 
1985. Investment in this sector decreased from $196.0 
million in the fourth quarter to $189.2 million in the 
first quarter. There were sharp regional disparities in 
multiple housing starts. Ontario contributed little to 
activity, with 9,400 units in January, 3,600 in 
February and 19,500 in March. Quebec, on the other 
hand, maintained its upward trend despite the 
termination of the "Corvée-Habitation" program in 
December 1984. The high levels of starts in this 
province in the first quarter may be due to delayed 
reporting of joint ownership housing units on which 
work began in December of last year. The outlook for 
the multiple unit sector improved considerably in 
April, as starts jumped 30 per cent from March to 
73,000 units, a level not recorded since 1983. The 
Ontario market, with 28,500 starts in April, seems to 
be responding to the low vacancy rates in apartment 
buildings with six or more units. 
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Figure 6 
Urban Housing Starts 
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Effective base rates in major wage settlements fell 
back to 3.2 per cent in the first quarter of 1985 from a 
fourth quarter upswing to 4.4 per cent. This signals 
little change from the modest wage increases recorded 
in 1984. The fourth quarter upturn was partly due toa 
shift in the composition of industries reaching settle- 
ments, from the commercial to the non-commercial 
sector where wage increases are generally higher. The 
increase recorded in the first quarter about the same 
size as in the third quarter, and was similarly oriented 
to the commercial sector. On the whole, the first 
quarter was a period of moderate bargaining activity; 
70,000 of the 173,000 who reached settlements were in 
transportation, communications and other utilities. 
The low rates negotiated in these industries (2.4 per 
cent) and in construction (-1.7 per cent) reflects the 
continuing weakness in these sectors during the 1983- 
84 recovery. The only other groups involved in sub- 
stantial bargaining activity, manufacturing (+ 4.5 per 
cent) and community, business and personal services 
(3.7 per cent) registered increases slightly above the 
1984 average. The average increases recorded in the 
primary, trade, and finance, insurance and real estate 
industries were virtually unchanged from the small 
increases posted in the fourth quarter. 


Figure 7 
Major Wage Settlements 
Effective Increases 
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According to the regional breakdown of LFS data, 
only Ontario experienced steady growth in employ- 
ment over the past year. All other major regions 
passed through a period of slowing employment, which 
persisted into April and May in the Atlantic provinces 
and Western Canada. Filtered employment in Quebec 
and Ontario accelerated in the same months. The 
largest contributions to the May upturn were in the 
community, business and personal services in both 
Quebec and Ontario and in trade in Ontario. These 
increases in employment will have a modest impact on 
labour income because of the prevalence of part-time 
work and lower wage rates in these industries. The 
growth of nominal labour income in the first quarter 
was close to the national average (1.5 per cent) in all 
regions except British Columbia, where it posted a 
smaller increase (0.5 per cent). In the first quarter, 
negotiated wage settlements showed the largest 
increases in Quebec (4.6 per cent) and Ontario (4.5 per 
cent), and the lowest in Alberta (1.2 per cent) and 
British Columbia (2.3 per cent). The strong recovery 
of employment in trade in Ontario since December 
reflects an upswing in nominal retail sales in the first 
quarter, especially in March (+ 4.7 per cent), that was 
twice as large as in other parts of the country. In other 
regions, retail sales in current dollars were about 4 per 
cent higher than the December levels. 


After posting moderate growth in the fourth quarter 
(+0.7 per cent), employment remained practically 
unchanged in the first quarter of 1985, as a decline in 
the goods-producing industries excluding agriculture 


(-1.1 per cent) offset a modest increase in the service 
industries (+ 0.3 per cent). Employment growth had 
gained some momentum in the second half of 1984, led 
by the service industries, especially trade and commu- 
nity, business and personal services, which continued 
to improve up to May 1985. At the same time, growth 
in the goods industries began slowing, especially in 
the manufacturing sector. This weakness was accen- 
tuated in the first quarter and persisted into April; an 
increase in May, however, returned employment in 
the goods industries to its December level. Up to 
April, the majority (70 per cent) of newly created jobs 
were part time, but a gain of 48,000 full-time jobs in 
May balanced the increases in full-time (+ 82,000) and 
part-time ( + 85,000) employment since December. 


A levelling-off of the unemployment rate at 11.1 per 
cent in the first quarter, and an increase in the 
percentage of long-term unemployment (14 weeks or 
more) to 47 per cent of total unemployment in May, 
coincided with the weakening of labour demand since 
the autumn, particularly in goods-producing indus- 
tries. Through most of the current recovery, long-term 
unemployment has remained well above pre-recession 
levels, reflecting the permanence of closures in goods 
industries. After 29 months of recovery, only 46 per 
cent of the jobs lost in this sector during the recession 
have been regained. The upturn of employment in 
services has been robust, reaching a level in May 6.5 
per cent higher than its previous peak in 1981. 
However, the increase in demand seems to have been 
met more by new entrants to the labour force than by a 


Table 3 
Filtered Employment by Industry (in thousands) 
January December Percent May First 
Industry 1983 1984 Change! 1985 Difference? 
Paid Workers 9 300 9 809 PO 9 956 +147 
Primary (excluding 
agriculture) 273 296 + 8.4 287 59 
Manufacturing 1 842 1992 AP teyll 1993 qo il 
Construction 557 582 + 4.5 590 + 8 
Transportation, communications 
and utilities 880 859 - 2.4 875 + 16 
Finance, insurance, and 
real estate 584 631 + 8.0 624 cos ae 
Trade 1 807 1972 + 9:1 2031 + 59 
Community, business and 
personal services 3 330 3 560 + 6.9 3 641 a atoD | 
787 + 0.6 782 a5 


Public administration 782 
1 Percent change from January 1983 to December 1984. 
2 First difference in level from December 1984 to May 1985. 


ranks of the unemployed has been falling since early 
1984, while the proportion of the unemployed who 
were previously-employed rose to about 70 per cent in 


reduction in the number of unemployed. This notion is 
supported by the fact that despite the steady growth of 
the labour force, the percentage of new entrants in the 


May. 
Table 4 
Unemployment Ratios 
1976 1980 1984 May 
average average average 1985 
Ratio of Long-Term 
Unemployment to Total 
Unemployment 0.34 0.34 0.47 0.47 
Ratio of Re-entrants 
and of New Entrants to 
Unemployment 0.30 0.31 0.27 0.27 


Standardizing unemployment rates for changes in 
participation rates provides another perspective on 
labour demand after the 1981-1982 recession. The 
overall unemployment rate derived by holding partici- 
pation rates at their December 1982 values is 8.6 per 
cent in May, compared with the published rate of 10.5 
per cent, and close to the average official rates for 1980 
(7.5 per cent) and 1981 (7.5 per cent). The improve- 
ment among the major age-sex groups was quite 
uneven, however, reflecting the uneven nature of 
employment gains during the recovery. For example, 
among workers aged 25 and over, the standardized 
female unemployment rate dropped by about 60 per 
cent, from a peak of 10.5 per cent to 4.4 per cent in 
May, while the male rate (9.0 per cent in May) 


Table 5 


declined slowly from its high of 10.3 per cent in 
December 1982. In the 15-to-24 age group, the decline 
in male and female unemployment rates was similar 
(about 37 per cent - see Table 5). Youth unemploy- 
ment rates, excluding changes in participation rates 
and population changes, show little change from the 
1982 peaks, however, indicating that the decline in 
the official unemployment rates in these groups is 
largely due to a decrease in the population of young 
people. Generally, standardizing unemployment rates 
for changes in participation rates reveals a much 
more substantial improvement for women than men, 
reflecting the strong recovery of part-time employ- 
ment in the services-producing industries. 


Standardized Unemployment Rates 


Compared to Official Une 


January 1983 


Standardized Officia 

Rate Rate 

Total Unemployment Rate Le 12.4 
Male, Aged 15 to 24 a ae | Zonk 
Aged 25 and over 10.2 Oa 
Female, Aged 15 to 24 1.6 1f5 
Aged 25 and over 9.8 10.1 


1 Standardized using December 1982 participation rates. 


mployment Rates! 


May 1985 
l Standardized Official 

Rate Rate 

8.6 10.5 

15.1 Lice 

9.0 8.2 

11.9 14.6 

4.4 9.5 


Figure 8 
Employment, Full & Part-time, % Change 
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Figure 10 
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Figure 11 
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Investment 


Business outlays for plant and equipment rose 1.5 per 
cent in the first quarter; after allowing for price 
increases, this represents virtually no change from the 
fourth quarter of 1984. Real investment has essentially 
flattened-out in the past four quarters. The inertia of 
investment over the past year has been equally evident 
in both non-residential construction and machinery 
and equipment. Total investment demand remains 
about 20 per cent below its pre-recession levels in 1981. 
The share of real GNP devoted to business investment 
in plant and equipment has declined from 16.8 per cent 
in 1981 to 12.6 per cent in the first quarter of 1985, the 
lowest level since 1972. Government fixed capital 
formation has remained essentially stable over this 
period at slightly below 3 per cent of GNP. 


The flattening-out of business investment in the past 
four quarters (-0.1 per cent) occurred against a 
backdrop of sluggish profit growth, slowing final 
demand, and relatively low capacity utilization (76.0 
per cent in manufacturing in the first quarter). 
Corporate profits before taxes of $41.8 billion (at 
annual rates) in the first quarter of 1985 stood 7.5 per 
cent above the level of a year ago, after a 37 per cent 
gain in the previous year. Asa proportion of nominal 
GNP, corporate profits remained stable in the past 
four quarters at 9.5 per cent. While the growth of 
profits before taxes has slowed, undistributed profits 
have declined about 4 per cent in the past year toa 
level of $14.6 billion (at annual rates). The 
coincidence of a small gain in profits before taxes with 
a small drop in retained earnings reflects a sharp 
increase in dividends paid to shareholders (up almost 
$4 billion in the past year), which outweighed a drop 
in corporate income tax liabilities. 


The restructuring of corporate balance sheets con- 
tinued to take precedence over capital expansion plans 
in the first quarter of 1985. While fixed investment 
was unchanged in the quarter, data from the financial 
flow accounts reveals that firms took advantage of 
favorable stock market conditions to issue $2,226 
million in new equity, while at the same time raising a 
net $913 million through new bond issues. In all of 
1984, non-financial private corporations raised $8,796 
million in equity and $1,533 in bond issues. 


The leading indicators of business investment in 
plant and equipment continued to move sluggishly 
with the inclusion of data for March and April. The 


value of non-residential building permits rose 1.3 per 
cent in non-filtered terms in March, leaving the first 
quarter average down 7.0 per cent from the fourth 
quarter of 1984. In filtered terms, non-residential 
building permits have decelerated steadily from 
growth of 2.5 per cent in April 1984 to no change with 
the inclusion of data for April 1985. Filtered contract 
awards, which provide coverage of the engineering 
component of non-residential construction, rose 0.9 per 
cent with the inclusion of data for April, after a 0.6 per 
cent increase last month. This was the twenty-first 
consecutive monthly increase, as contract awards 
have risen from a level of $790 million to $1,292 
million during this period (the pre-recession peak in 
August 1981 was $1,500 million). The most recent 
monthly gains of less than one per cent, however, are 
the slowest increases since the recovery began. The 
growth of contract awards was 3.2 per cent as recently 
as November 1984, and attained a peak growth rate of 
5 per cent late in 1983. 


The impression of continued sluggishness in business 
investment given by the recent behaviour of the 
coincident and leading indicators is broadly consistent 
with the 1985 forecast results of the survey of Public 
and Private Investment intentions (PPI). The PPI 
forecast, based on a survey of firms taken around the 
turn of the year, called for an 8.2 per cent increase in 
nominal business investment in 1985. The first 
quarter increase in nominal business investment 
raised investment about 2.5 per cent above its 1984 
average; if growth continued at this pace for the rest of 
the year, nominal business investment would post a 
4.7 per cent increase in 1985. The first quarter 
increase in nominal investment represented price 
increases, as the implicit price index for business 
investment in plant and equipment rose 1.4 per cent in 
the first quarter. This increase in prices was the 
largest since mid-1982, and largely originated in a 1.9 
per cent rise in the machinery and equipment 
component (especially imports). 


The April survey of investment plans of 278 large 
firms by the Department of Regional Industrial 
Expansion (DRIE) was released in mid-June. This 
survey called for a 13 per cent increase in capital 
outlays for 1985 by these firms, up from the 6 per cent 
gain in the initial survey conducted in October 1984. 
(By comparison, the PPI survey was conducted at the 
turn of the year.) Big companies plan to spend $26.6 
billion in 1985, which is equivalent to about half of all 
business investment in Canada. The strongest 
increases were forecast by the DRIE survey in the 
manufacturing (+ 33.6 per cent) and in the oil and gas 


(+18.9 per cent) industries. Both the PPI and the 
Department of Regional Industrial Expansion survey 
were taken before the federal budget was presented in 
May, and before the Western Accord on energy policy 
was signed. The mid-year PPI survey will be 
conducted after the federal budget and the results are 
to be published in late July. 


Figure 12 
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Figure 13 
Business Investment as a Share of Real GNP 
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Prices 


The implicit price index for GNP rose 1.5 per cent in the 
first quarter, following a cumulative increase of 0.5 per 
cent in the last two quarters of 1984. Much of this 
upturn, however, reflected weight shifts within exports 
towards relatively high-priced goods, rather than pure 
price changes. The moderate underlying trend of prices 
was evident in a subsiding of the rate of increase of the 
CPI in April and May and of the ISPI in April. This 
moderate trend was encouraged by a flattening-out of 
petroleum prices, which are now tied to world oil prices, 
and by a continued slow rate of increase for wages and 
profits in 1985. 


Following an average monthly increase of 0.4 per cent 
in the first three months of 1985, the unadjusted 
Consumer Price Index rose by 0.4 per cent in April 
and by 0.2 per cent in May. Most of the increase in the 
first quarter originated in food (+1.9 per cent) and 
energy (+3.1 per cent) prices. These increases abated 
in April and May, as energy prices stabilized and as 
food prices slowed to an average monthly increase of 
0.3 per cent. The largest contribution to the 0.2 per 
cent increase in the CPI in May originated in the 
tobacco and alcohol component (+ 2.7 per cent), largely 
as a result of tax increases by several provincial 
governments. 


The continued slow growth in May for prices of goods 
excluding food and energy was most evident within 
the durable and semi-durable goods components. 
Prices of semi-durable goods were stable over the last 
two months, while prices of durables rose 0.1 per cent 
in this period. This moderation reflects widespread 
price cuts for household appliances (-0.5 per cent in 
May) and automobiles (-0.2 per cent) within durables, 
following the large build-up of retail inventories in the 
first quarter, and stable prices for clothing and semi- 
durable household furnishings. Prices of services 
continued to rise relative to goods in May, (up 0.5 per 
cent compared to 0.1 per cent for goods). 


The seasonally adjusted Industry Selling Price 
Index slowed to virtually no change in April, after a 
cumulative increase of 0.8 per cent in the first three 
months of the year. Excluding petroleum products, 
which moved towards world price levels following 
changes in federal energy pricing policy, the ISPI has 
risen by an average of 0.2 per cent a month from 
January to April. Restraint in prices has been most 
evident in non-durable manufacturing industries, 


which have been essentially unchanged since 
January. Declining prices for grain and meat products 
have slowed prices for the food and beverage industry, 
while manufactured clothing and related articles have 
mirrorred the restraint evident in retail clothing 
prices. 


Prices of durable goods have risen 1.5 per cent since 
January, despite lower production of durable goods 
relative to non-durables in the first quarter. The 
increase in durable prices was not diffuse, however, as 
a slowdown for wood, motor vehicles, and furniture 
and fixtures was more than offset by an upturn within 
primary metals. The increase in primary metals 
partly reflects the recorded increase in the Canadian 
dollar price of commodities priced in U.S. dollars in 
international markets (the Canadian dollar fell 3.3 
per cent relative to its U.S. counterpart in the first 
four months of the year). 


With export prices rising faster than import prices, the 
Paasche index of the terms of trade for Canada 
improved from 98.3 in the fourth quarter to 100.8 in 
the first quarter. The index of the terms of trade ona 
Laspeyres basis has declined from 93.6 to 92.5, the 
third straight drop. (The Paasche index reflects the 
effect of shifts in the composition of sales, while the 
Laspeyres index holds their relative importance at 
1971 levels). 


A 2.9 per cent increase in the Paasche index of export 
prices in the first quarter largely reflects the impact 
of weight shifts in the types of goods sold abroad, 
rather than actual price changes. For example, the 
fixed-weighted Laspeyres index for export prices 
dropped by 0.6 per cent in the quarter, after declines of 
2.4 per cent over the previous two quarters. Most of 
the price weakness in the Laspeyres index reflected 
declining prices for food (-0.7 per cent) and metal and 
forest products, such as nickel (-1.0 per cent), precious 
metals (-10.7 per cent), and wood pulp (-8.4 per cent). 
National Energy Board guidelines permitting a more 
flexible pricing regime for natural gas exports by 
Canada were followed by a 7.5 per cent price cut for 
natural gas exports in the first quarter. The increase 
in the current-weighted Paasche index was the result 
of an increase in the relative importance of high- 
priced energy goods, such as crude petroleum, natural 
gas, coal, and electricity. The average price level 
(1971=100) for these four components of energy 
exports was 953.0 in the first quarter, compared to 
315.8 for all merchandise exports. The volume of 
American demand for all these goods increased in the 
first quarter. The Commerce Department in the 


United States reported in the May 1985 issue of the 
Survey of Current Business that energy demand rose 
in the first quarter due to unseasonably cold weather 
in many areas of the United States. 


Import prices for goods rose 0.3 per cent in the 
quarter, as price declines for imported foodstuffs and 
fabricated materials partly offset price increases of 1.4 
per cent for end products. The price increase in end 
products was particularly marked for imported ma- 
chinery and equipment (where most components rose 
between 2.6 per cent and 6.9 per cent). 


The weakness of commodity prices, which contrib- 
uted to the first quarter drop in the Laspeyres index of 
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export prices, continued into the second quarter. The 
futures price index of commodity prices compiled by 
the Commodity Research Bureau (CRB) declined more 
rapidly in April and May (from 243 to 230) than in the 
first quarter (when it eased from 250 to 243). The drop 
in the last two months has been evident in foodstuffs 
and raw industrial materials. The metals index was 
pulled down by weak prices for zinc and aluminum, 
both of which subsequently touched seven-month lows 
in early June. Table 6 below presents the movement 
in the CRB Spot market index along with some of the 
corresponding components of prices received for 
Canadian exports (FT 1/6; CRB Commodity Index 
Report 29/5). 


Table 6 
Select Components of the CRB 
Spot Index and Canadian Export Prices 


CRB Spot Market Index 


All Commodities 

- Foodstuffs 

- Raw Industrials 
- Metals 
- Energy 


Canadian Laspeyres Export Prices 


Food 
- Meat 
- Wheat 


Crude Materials 
- [Iron Ore 
- Crude Oil 
- Natural Gas 
et.Coal 


Fabricated Materials 
- Lumber 
- Pulp 
- Newsprint 
- Aluminum 
- Copper 
- Nickel 
= Zinc 
Non-ferrous Metals 


Monthly Year-over-Year 

% Change in May % Change in May 
plac - 14.9 
- 18 16.4 
PSK!) - 13.9 
ae oat) aaa 8 
0.0 wes 


Monthly Year-over-Year 

% Change in April % Change in April 
ey) Ay ae kd 
+ 0.9 tay Gast 
- 1.0 i DEG 
to AY! 
0.0 - 16.1 
- 4.6 - 5.4 
= 9 6.4 
- 0.8 =. 1Osf 
sees) caine Us 
seme Bee re: 
+ 2.0 see UZ: 
eon) + 2.7 
12 mae 
Se ne) 10.1 


NOTE: The CRB Index is measured in U.S. dollars, while Canadian export prices are measured in Canadian dollars. 
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External Sector 


After improving in the fourth quarter of 1984, 
Canada’s external trade balance eased in the first 
quarter. Nominal exports grew less than imports, 
which pushed the trade surplus ($5,402 million) to a 
lower level than in the fourth quarter, although tt 
remained higher than in previous years. The value of 
exports increased for almost all trading regions in the 
first quarter of 1985. Nominal exports to the United 
States did not fully reflect the first quarter slowdown of 
the U.S. economy, but increased in tandem with an 
appreciation of the U.S. dollar and increased sales of 
North American-built cars. The diffusion indices of 
imports for all commodity groups improved throughout 
the quarter, with the exception of the food groups. 


The trend-cycle for nominal exports turned up in 
January (+1.3 per cent) and strengthened with the 
high level of exports in March ($10,374 million). Most 
of the first quarter increase was attributable to end 
products (+$190 million), especially the motor 
vehicle sector (+$264 million), where truck exports 
alone contributed $335 million of the gain. Motor 
vehicle exports moved higher in January, but fell back 
sharply in February (-$204 million), particularly 
passenger cars (-$169 million). Non-automotive end 
products posted a $92 million drop for the quarter, 
much of it occurring in January. In March, however, 
10 of the 12 end product groups were up, compared 
with six in February. An increase in crude materials 
(+$411 million) in the quarter was due to iron ore 
(+$123 million), non-metallic minerals (+$193 
million), petroleum (+$90 million), natural gas 
(+ $97 million) and coal (+ $80 million). The value of 
exports of fabricated materials rose by $180 million 
in the first quarter of 1985. All of this increase took 
place in March (+$448 million), when 21 out of 25 
commodities were up, compared with 10 in January 
and 11 in February. For the quarter, the largest 
increases were in newsprint (+ $132 million), partly 
because of the strength of the U.S. dollar, organic 
chemicals (+$88 million), precious metals (+$117 
million), and aluminum (+ $70 million). These gains 
were partially offset by declines in exports of wood 
pulp (-$182 million) and petroleum and coal products 
(-$100 million), most of which occurred in January. 


Exports to the United States climbed by 3.4 per cent in 
value in the first quarter, despite the slow growth 
(+ 0.3 per cent) of U.S. GNP during that period. Motor 
vehicle production in the United States posted a 
quarterly advance of 9.2 per cent while sales of North 
American-built cars increased 10 per cent. Motor 
vehicle inventories remained at high levels during the 
quarter, averaging 1.5 million units at annual rates. 
At the same time as exports to the United States were 
increasing, however, U.S. inventories rose by $19.6 
billion (U.S.) in the first quarter compared with the 
fourth quarter of 1984. The terms of trade for the U.S. 
jumped 5.8 per cent from the preceding quarter, 
spurring the rise in imports as their relative price 
declined. 


The trend-cycle for merchandise imports rose sharply 
in January (+2.7 per cent), but slowed in the 
following two months. The value of imports stood at 
$24,265 million in the first quarter, the highest level 
in several years. End products (+$1,007 million) 
were responsible for the quarterly increase in total 
imports, led by gains in motor vehicles (+$1,045 
million) and aircraft (+$95 million), most of which 
occurred early in the quarter. Imports of non- 
automotive products directly related to household 
consumption remained lower in this quarter than in 
the previous quarter, despite a large increase in March 
(+ 5.7 per cent). Imports of non-automotive industrial 
goods were up. Fabricated materials were little 
changed in the quarter, despite a large gain in March. 
Precious metals rose $172 million while petroleum 
and coal products fell $116 million. The number of 
commodities posting gains within fabricated materials 
climbed from five out of 15 in January to 10 of 15 in 
March. Imports of crude materials contracted by 
$150 million over the quarter, but as in the case of 
fabricated materials there was a substantial upturn in 
March (+ $123 million). Most of the increase for the 
month was attributable to imports of crude petroleum 
(+ $65 million) and crude ores (+$30 million). As 
with fabricated materials, the diffusion index for 
crude materials improved between January and 
March, rising from three to seven out of nine 
commodities. The diffusion index for total imports 
climbed from 25 to 38 out of 60 over the same period. 
This improvement in the number of import 
commodities recording increases is consistent with 
moderate growth in the Canadian economy. 


Financial Markets* 


Demand for funds on conventional credit markets by 
the non-financial domestic sectors of the economy 
reached $21.3 billion in the first quarter, consistent 
with the moderate growth of the economy. These funds 
are equivalent to 20.3 per cent of GNP, compared with 
16.7 per cent in the first quarter of 1984. Borrowing by 
governments remained the largest portion (39 per cent) 
of the demand for funds, while short-term borrowing 
and new equity issues by corporations showed the 
largest quarterly movement. 


Most of the first quarter increase in fund-raising was 
attributable to non-financial private corporations, 
which borrowed $7.5 billion. This represents a 50 per 
cent increase from the quarterly average in 1984, and 
is much higher than the level for 1983 as a whole. 
Record-high stock market prices stimulated a 
substantial $2.2 billion of new share issues. Long- 
term borrowing by non-financial private corporations 
increased by $1 billion, while short-term paper 
recovered by $1.6 billion after posting a similar 
decline in the fourth quarter of 1984. Part of the 
increase in short-term financial instruments is 
attributable to a build-up of inventories in the quarter. 


* The analysis in this sector is based on data that has not been 
seasonally adjusted. 
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The general government sector remained the largest 
borrower in financial markets, as has been the case 
since the second quarter of 1982. The federal 
government’s financing requirement rose to over $10 
billion, of which $7.0 billion was raised on 
conventional capital markets, mainly from sales of 
marketable Canadian dollar bonds ($3.3 billion) and 
Treasury bills ($2.7 billion). There were $1.3 billion in 
redemptions of Canada Savings Bonds. Borrowings in 
foreign currency used to support Canada’s foreign 
exchange reserves totalled $2 billion. Provincial 
governments raised $800 million on conventional 
capital markets, a relatively low level. 


Households raised $3.8 billion through conventional 
credit market instruments, down from $4.2 billion a 
year-ago. Mortgage borrowings increased strongly 
(+ $3.0 billion), while consumer credit growth was the 
slowest ($520 million) since mid-1983. The relative 
weakness of consumer credit reflects the slowdown in 
demand for durable goods in the first quarter, and 
coincides with increasing interest rates. 


Non-financial government enterprises raised $1.7 
billion on conventional credit markets, a continuation 
of the weak demand for funds by this sector. A 
substantial part of the increase in bank borrowing by 
this sector was attributable to seasonal factors 
associated with the financing of grain sales. The 
weakness in borrowing is consistent with the low fixed 
capital formation in this sector, particularly by 
provincial utilities. 
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International Economies 


The OECD secretariat in its Mid-Year Economic 
Outlook called on member nations to respond to any 
significant cut in the budget deficit of the United States 
with reflationary measures to maintain growth in the 
OECD region. The OECD suggests that such measures 
include both action to reduce interest rates if the U.S. 
dollar declines in value and more direct measures such 
as tax cuts to boost demand. The mid-year review 
forecasts that economic growth in the OECD region will 
continue through 1986, but at a slower pace than in 
1984. There also will be a convergence of growth by 
region, according to the forecast. 


The OECD secretariat estimates that the stimulus to 
demand provided by rapid growth of United States 
imports served to raise output in Europe by half per 
cent and in Japan by one per cent in 1983 and 1984, 
and by three quarter per cent in 1985. It says that a 
substantial cut in the federal budget deficit of the 
United States is essential to prevent the current 
imbalances in the world economy from reaching 
"unmanageable proportions", but also said that 
corrective action required co-ordination by 
governments. In particular, it called on nations where 
inflation and budget deficits are low, such as West 
Germany, to consider appropriately-designed tax cuts 
to both improve supply and support demand. At the 
same time, the OECD encouraged Japan to continue 
its efforts to boost imports and liberalize its financial 
markets. 


The OECD forecasts some convergence of growth rates 
between North America, Japan, and Europe (see Table 
7). Last year, domestic demand grew nearly 9 per cent 
in the United States, 4 per cent in Japan, and 1.75 per 
cent in Europe. In the forecast period up to the end of 
1986, domestic demand is expected to rise in the 
United States and Japan by between 3 per cent and 5 
per cent, with Europe continuing to lag at about 2 per 
cent yearly growth. Much of the recent divergence in 
growth rates reflects more buoyant business 
investment in the United States and Japan. 


The OECD expressed some concern about the recent 
performance of the European economies. It says that 
Europe’s recent gain in productivity "is linked rather 


to stagnant employment than to higher output" 
despite the unexpected boost to exports received from 
the strength of American demand. It notes that 
investment in Europe has been channelled more to 
rationalisation of production than to expanding 
capacity, which it says is consistent with the 
persistence of high unemployment in Europe. The 
OECD also said that Europe has steadily improved its. 
trade balance in food, raw materials, and low 
technology manufactured goods. Europe has faltered 
in trade in medium and high technology goods. Unless 
this trend is arrested, Europe will "become a net 
supplier to the rest of the world of food and raw 
materials". By comparison, the Japanese trade 
surplus in high technology goods has risen from about 
1.5 per cent to 3.5 per cent of GDP in the past decade, 
while in the European region of the OECD it has 
essentially stagnated with no net contribution to GDP. 


The main risks to world growth set out by the OECD 
included the performance of the United States 
economy, uncertain exchange rate movements, and 
the ongoing external debt problems of many 
developing nations. In particular, a too rapid decline 
in the U.S. dollar could either rekindle inflationary 
expectations and lead to an upturn in interest rates, or 
lead to a sharp contraction of the U.S. trade deficit as 
American producers regained their competitive 
position in world markets. In the latter scenario, the 
OECD estimates that the effect of a sharp contraction 
of U.S. demand for overseas imports could probably 
not be offset in the short-run by cuts in interest rates 
inside and outside of the United States. This 
projection is based on simulations by three major 
world linkage models (the Japanese Economic 
Planning Agency model, the Federal Reserve System 
Multi-country model, and the OECD’s INTER-LINK 
model), all of which produced similar qualitative 
results. The OECD cautioned, however, that these 
estimates are amongst the least robust estimates in 
the models. Alternatively, if the United States raised 
interest rates to protect the value of the dollar, this 
would slow growth in the United States while 
exacerbating the problems of debtor countries. The 
secretariat concludes that "increasingly careful 
consideration" must be given to co-ordinating 
economic policies to offset the possible adverse effects 
of action in the United States to reduce its budget 
deficit (FT 31/5; OECD Economic Outlook, No. 37, 
May 1985). 
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Table 7 
Projections of Economic 
Activity in the OECD Region 


Real GNP (annual percent change) 1982 
Canada - 4.4 
United States =D. 
Japan Bid 
United Kingdom ind 
West Germany Leh 
OECD Europe 0.6 
Total OECD 23033 

Consumer Prices 

(annual percent change) 

Canada 10.8 
United States 632 
Japan 2.6 
OECD Europe 10.1 
Total OECD 7.4 

Current Account Balance 

(U.S. dollars) 

Canada 2.4 

United States - 7.4 - 
Japan 7.6 

OECD Europe - 16.3 

Total OECD 26.1 - 

Unemployment Rate 
Canada det 
United States 9.6 
Japan 2.4 
OECD Europe 9.1 
Total OECD 8.1 


SOURCE: OECD Economic Outlook, No. 37, May, 1985 


The expansion of the Japanese economy picked-up 
speed in 1984, driven by export demand and 
supplemented by rising business investment, notably 
in export-oriented industries. Exports jumped 18.1 per 
cent in volume, spearheading an 11.2 per cent gain in 
industrial output, and directly accounting for 3.6 
percentage points of the 5.8 per cent gain in real GNP 
in 1984. A 2.2 percentage point contribution to growth 
made by domestic demand largely originated in 
business investment (+11.1 per cent), as household 
and government demand continued to rise slowly. A 
surge in auto production for export and a firming of 
consumer demand served to raise industrial output in 
Japan by 3 percent in the month of April, after a flat 
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1984 1985 1986 
5.0 3.25 3.20 
6.8 3.25 2.25 
5.8 5.25 4.50 
yy 3.25 2.50 
2.6 2.50 2.75 
2.4 2.25 2.25 
4.9 3.25 2.25 
4.4 3.29 3.75 
4.3 3.25 3.50 
2.2 2.25 2.50 
7.5 7.25 7.00 
5.0 4.75 4.25 
1.5 1.5 2.5 

- 101.6 - 120 - 145 

35.0 39 48 

9.3 16 29 
- 65.4 - 72 - 74 

bicz 11.00 10.75 
7.5 7.25 7.25 
773k 2.50 2.50 
10.9 11.00 11.25 
8.2 8.25 8.50 


first quarter. This sustained the 12-month rate of 
growth at 7.3 per cent in April, the fastest rate of 
increase in the major industrial nations, while helping 
to reduce the unemployment rate to 2.4 per cent in 
April from 2.6 per cent in March and 2.8 per cent in 
mid-1984. 


Given the importance of exports in the growth of the 
Japanese economy, a slowdown in the United States 
market could lead to a pronounced deceleration of total 
output. In fact, the value of exports declined 7.0 per 
cent in the first quarter of 1985, at a time when GNP 
in the United States was at a virtual standstill. 
Export growth resumed in April (+11.1 per cent), as 
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quotas on auto exports to the United States lapsed on 
April 1 and as the rapid expansion in trade with China 
continues (China is Japan’s second largest trading 
partner, after the United States). Nevertheless, it will 
be difficult to repeat last year’s growth in exports, and 
the domestic economy is expected by the Economic 
Planning Agency to lend increasing support to growth. 


In this regard, consumer demand in Japan currently 
appears capable of providing some offset to the effect of 
slowing export growth. Japanese workers gained 
slightly over 5 per cent in the annual round of wage 
talks in the spring; at a time of consumer price 
inflation of about 1.5 per cent, this represents a 
strengthening of real incomes. After a sluggish fourth 
quarter (-1.9 per cent), retail sales in January jumped 
by 4.7 per cent and subsequently maintained this level 
in February. Government fiscal policy is unlikely to 
be loosened, however, as the federal government has 
given priority to reducing the budgetary deficit 
(interest payments have become the largest portion of 
total spending at 18 per cent). The OECD estimates 
that the cyclically adjusted budgetary deficit of the 
government sector in Japan will be reduced by the 


equivalent of 1.0 per cent of nominal GNP in 1985. 
This is the most restrictive movement in the fiscal 
policy stance of any of the major OECD nations, and is 
equivalent to the stimulus to GNP in the Reagan 
budget for the United States in 1982 (Ecst 27/4; FT 
12/4. GM 29/5: OECD Main Economic Indicators, 
April 1984). 


Japanese planners hope to extend the recent rapid 
growth in the electronic goods, automotive, and office 
machinery and data processing industries into the 
areas of microelectronics, robotics, and biotechnology. 
Japan has raised spending on research and 
development four-fold in the past decade to about $25 
billion (U.S.), or about 2.4 per cent of GNP, as part of a 
change in industrial strategy from energy-intensive 
*smokestack industries’ (such as steel, aluminum, and 
petrochemicals) to high value-added areas such as 
consumer electronics, autos, semiconducters, and 
computers. The importance of electronic, machinery, 
and automotive goods is evident in the distribution of 
Japanese exports to Europe and the United States (see 
Table 8). 


Table 8 
Share Distribution of Japanese Exports 
to the EEC and the United States in 1984 


Electronic Goods 
Motor Vehicles 


Office Machinery 
& Data Processing 


Agricultural & 
Industrial Machinery 


Total of the Above 


SOURCE: European Economic Commission (EEC). 


The increased emphasis on exports of electrical goods 
was evident in trade with Canada in 1984. Japanese 
exports to Canada of electrical goods rose 23.6 per cent 
in the year to $1,180 million, compared to imports of 
these goods from Canada of only $58.2 million. The 
bulk of these goods exported by Japan were in the area 
of consumer electronics, notably video-cassette 
recorders and televisions. 
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J he 29:0 
32.3 Le 
9.4 16.0 
8.2 lists: 
69°7 HALO 


The rapid growth of the volume of export demand in 
1984 led to an 11.1 per cent expansion of real business 
investment in 1984. This gain was led by the 
electronic companies (which boosted capital outlays 
about 80 per cent during the four quarters of 1984), 
machinery companies (+60 per cent), and auto firms 
(+ 25 per cent). Total investment was restrained by 
one per cent growth in public utilities, which account 
for about 30 per cent of total investment outlays. 


Consumer and government demand lagged the growth 
of exports and business investment in 1984, rising 2.7 
per cent and 1.5 per cent respectively in volume, while 
residential construction declined by 0.8 per cent. The 
government emphasized containing the federal deficit 
by spending restraint, while consumer demand was 
moderated by real wage gains of about 3 per cent in 
1984 and continued high personal savings (near 18 per 
cent of disposable incomes). The restraint in wage 
demands (slightly under 5 per cent in the 1984 wage 
round), together with a 10 per cent gain in output-per- 
person-employed, served to lower unit labour costs in 
manufacturing by almost 5 per cent in 1984. Producer 
prices were essentially stable (0.1 per cent) in the 12- 
month period ending in February 1985. 


Japan remained the largest exporter of capital in the 
world in 1984, reflecting weak domestic demand for 
funds and a record current account surplus of $34 
billion. Total net capital outflows rose about 70 per 
cent to $32.6 billion (U.S.) in 1984, with net exports of 
long-term capital jumping 180 per cent to a level of 
$49.8 billion. Most of this outflow went to the United 
States, attracted by high interest rates, while the 
Japanese government relaxed restrictions on overseas 
investment. Savings remained plentiful in Japan, as 
the total government sector deficit fell to 2 per cent of 
GNP in 1984, while the personal savings rate 
remained near 18 per cent and corporate demand for 
funds was low. 


The Washington-based Japan Economic Institute 
reported that Japanese direct investment in the 
United States manufacturing sector stood at $1.7 
billion at the end of 1983 and that a record number of 
firms invested in 1984 (dollar figures on investment in 
1984 are not yet available). The largest investments 
were in motor vehicle operations, where protectionist 
pressures were the strongest. Investments were made 
by Honda in Ohio, by Nissan in Tennessee, and a joint 
venture by Toyota and General Motors in California. 
A study by the U.S. Commerce Department projects 
that sales of Japanese cars assembled in the United 
States will rise from 133,000 in 1984 to 775,000 in 
1988; total car sales during this period are projected to 
rise from 10.4 million to 11.2 million, with import pen- 
etration increasing from 23.5 per cent to 36 per cent. 


The governments of Japan and the United States 
announced policy moves towards reducing trade 
barriers between the two nations. Trade negotiations 
have intensified as the Japanese surplus on trade with 
the United States rose to $33.8 billion (U.S.) in 1984: 
this accounted for most of the $34 billion current 
account surplus of Japan, and the largest portion of 
the $101.7 billion current account deficit posted by the 
United States in 1984. 
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Following the recommendation of a Cabinet Council 
on Commerce and Trade, President Reagan announced 
that he would not ask Japan to renew its quotas on 
motor vehicle exports to the United States beyond 
March 31, 1985. Japan later announced that auto 
exports will rise 25 per cent from 1.85 million units to 
2.3 million this year. The federal International Trade 
Commission estimated that during the four years of 
voluntary quotas, consumers in the United States paid 
$15.7 billion in higher prices (mostly for Japanese 
cars), and that quotas preserved 44,000 jobs in the 
auto industry. The Canadian government continued 
to negotiate a renewal of quotas with Japan, but let 
the current quota agreement lapse for the moment, 
pending the maintenance of orderly market 
conditions. 


Following the unanimous passage of a non-binding 
resolution by the U.S. Senate on March 30 urging 
retaliatory measures unless easier access was pro- 
vided to imports in the Japanese market, Prime 
Minister Nakasone of Japan announced a number of 
concessions on trade barriers. Ina nationally-televised 
speech on April 9, he urged his countrymen "to be 
willingly receptive toward foreign products for the 
purpose of enriching your livelihood". To head off the 
threat of rising protectionism abroad, notably in the 
United States, he announced measures to reduce non- 
tariff trade barriers in the areas of medical and 
computer equipment, satellites, and telecommunica- 
tions equipment, as well as lower tariffs on plywood 
products by 1988. Nominal imports by Japan have 
slowed markedly over the last three quarters, from 1.9 
per cent growth in the third quarter of 1984 to 
consecutive declines of 7.2 per cent and 3.3 per cent. 
After recovering 8.4 per cent in April, preliminary 
data for the first three weeks of May point to a sharp 
drop in imports by Japan. White House Chief of Staff 
Donald Regan said that “we are satisfied that real 
progress is being made", although he expected no 
effect on the trade balance between the two nations in 
1985 (FT 10/4, 29/5, 1/6; BW 4/3, 6/5; Ecst 13/4). 


The Swedish economy has posted one of the 
strongest recoveries in Europe following the 1981- 
1982 recession. Sparked by a 16 per cent devaluation 
of the krona in 1982, exports rose almost 35 per cent 
between the third quarter of 1982 and the first quarter 
of 1985. Rising export demand, augmented by business 
investment, led a 22 per cent gain in industrial output 
since 1982 (comparable to the 20 per cent rise in North 
America and Japan). Inflation of near 8 per cent 
remained stubbornly above the OECD average of 5 per 
cent early in 1985. A series of public sector strikes and 
lockouts coupled with a surge of import demand led to 
a substantial drain on the balance of payments early 
in the second quarter of 1985. To deter this outflow, 
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and to slow the inflationary growth of demand, the 
central bank of Sweden announced a sharp tightening 
of monetary policy late in May. 


An 18-day strike during May by 70,000 members of 
the civil service served to severe airline, railway and 
foreign trade links in the Swedish economy. The 
strike had its origins in last year’s wage round, when 
public sector unions reserved the right to renegotiate 
wage rates if private sector wages rose relatively 
faster. With profits up strongly on the crest of export 
demand in 1984, average industrial wages increased 
10.9 per cent. Public sector unions representing 
265,000 workers demanded a 3.1 per cent lump sum 
payment to catch-up to this increase in industry. The 
government resisted the demand, citing an increase in 
labour costs as a threat to its goal of three per cent 
inflation for 1985. The strike was settled on May 20 
when the government agreed to a pay raise of two per 
cent retroactive to December 1984 for all 550,000 
employees in the public sector. 


The Riksbank, the central bank of Sweden, announced 
a sharp tightening of monetary policy on May 14 in an 
effort to stem an outflow of capital. The discount rate 
at the Riksbank was raised from 9.5 per cent to 11.5 
per cent, and the penalty rate for bank borrowing from 
the Riksbank rose from 13.5 per cent to 16 per cent. 
These measures, along with the abolition of central 
bank guidelines governing interest rates, pushed the 
prime lending rate at Swedish banks to 17.5 per cent, 
the highest level in Europe. These measures were 
taken specifically to arrest the outflow of funds from 
Sweden, which totalled SKr 10 billion (krona) between 
January 1 and May 9 this year, including SKr 2.5 
billion in the week May 2-May 9. In the week follow- 
ing the introduction of these measures, the outflow 
slowed to SKr 1.6 billion, and a net inflow of SKr 418 
million was recorded in the subsequent week. The 
government also announced tighter controls on credit 
cards, more onerous car loan repayment terms, and 
indirect tax increases in an effort to slow consumer 
demand. Retail sales rose 3 per cent in the first 
quarter, and new car registrations by 13 per cent, to 
contribute to a 19 per cent increase in nominal imports 
early in 1985. With exports rising only 4 per cent, the 
current account deficit deteriorated to SKr 6.1 billion 
in the first quarter, compared to a SKr 3.3 billion sur- 
plus a year-earlier. The Social Democrat government, 
in the midst of preparations for a general election in 
September, reaffirmed its plan for an income tax 
rebate in June, announced earlier as part of a policy to 
encourage pay restraint. 


Statistics Sweden (the SCB) said that the decision to 
tighten monetary policy in May will push the inflation 


rate above the peak annual rate of 8.1 per cent 
recorded in March (the OECD average is about 5 per 
cent). A government-imposed freeze on prices tempor- 
arily slowed inflation to 7.9 per cent in April. The 
central bank decision to boost the discount rate by two 
percentage points will raise the CPI by a further one 
per cent, disregarding other price developments, accor- 
ding to the forecast by the SCB. Subsequently, the 
SCB said that the CPI in May rose 8.4 per cent from a 
year-ago, and that prices in the first five months of the 
year have already outstripped the government's target 
for the year as a whole (3.3 per cent versus 3.0 per 
cent, respectively) (FT 3-14-15-16-18-21-25/5; Ecst 
18/5: OECD Main Economic Indicators, April 1985). 


The West German economy expanded at about the 
same rate as the European average in 1984, with real 
GNP up by 2.6 per cent and 2.2 per cent respectively. 
Growth in West Germany was led by export demand, 
up 9.0 per cent, and to a lesser extent by stock accumu- 
lation equivalent to 0.7 per cent of GNP. Domestic 
demand was restrained by sluggish growth in con- 
sumer and investment expenditure (of 0.6 per cent and 
1.3 per cent respectively). GNP in the first quarter fell 
1.0 per cent, partly due to severe winter weather. 


The close parallel between growth in the German 
economy and the European average in 1984 reflects 
the large orientation of German trade to Europe. By 
contrast, the rapid export growth of Japan and Canada 
in 1984 largely reflected an expansion of American 
demand. The value of German exports to the U.S. did 
rise 43 per cent in 1984, but this still represented 
slightly less than 10 per cent of total German exports. 
By comparison, the bulk (48 per cent) of German trade 
continues to be with trading partners in the European 
Economic Community, as well as with the slow- 
growing markets of OPEC, Eastern Europe, and Third 
World nations (a total of 19 per cent). As a result, 
export demand for Germany is more likely to be 
affected by developments in Europe in 1985 than by 
the slowdown in the U.S. economy. 


The current information on economic trends in the 
first quarter of 1985 suggests little change in either 
the underlying pace or the sectoral distribution of 
aggregate demand. In particular, the current account 
surplus in the four months up to April totalled a record 
DM 19.1 billion, while industrial output declined 1.4 
per cent in the first quarter as domestic demand 
sagged. Industrial production has declined in six of 
the eight months since last summer’s bout of labour 
strife, for a cumulative decline of about 1.5 per cent 
between July 1984 and March 1985. Unemployment 
and inflation have turned-up slightly from the rates 
registered at the end of 1984 (the unemployment rate 


stood at 9.4 per cent in April, up from 9.1 per cent at 
year-end, while the year-over-year increase in the CPI 
has risen from 2 per cent to 2.7 per cent in April). 


Little improvement in domestic demand was apparent 
in the first quarter of 1985, following the slow growth 
in 1984. Domestic orders for manufactured goods 
reflected this weakness, as their volume in January 
and February was little changed from both year- 
earlier and fourth quarter levels, while business 
sentiment declined during January and February. 
Lower consumer demand and construction activity 
appears to be the main source of this weakness early in 
the new year. In particular, retail sales dropped by 5.1 
per cent in February, and stood 6 per cent below the 
level of a year-earlier. Construction activity in 
January and February was curtailed by severe winter 
weather, as both residential and non-residential 
construction fell nearly 20 per cent in January from 
their fourth quarter average. 


The first quarter weakness of household demand may 
be reversed in the second quarter, partly depending on 
the degree to which the slack in January and February 
was influenced by record cold weather. At the same 
time, April 1 is the effective date for two important 
concessions won by nearly seven million workers in 
heavy industry in last summer’s labour disputes. 
First, these workers will receive a two per cent wage 
increase on April 1 (following an initial 3.3 per cent 
increase granted last summer). This compares 
favorably with the wage increases being negotiated in 
this year’s round of talks, (ranging from three per cent 
in the chemical industries to virtually zero in building 
industries). Second, April 1 also marks the implemen- 
tation in German industry of a reduction in the 
average workweek from 40 hours to 38.5 hours. While 
it is hoped that the compressed workweek will help 
reduce unemployment, there is little evidence to date 
to suggest that it will be a major stimulus to labour 
demand. In particular, three-quarters of industrial 
firms surveyed do not plan any change in employment 
in 1985. The steadiness of the unemployment rate at 
9.4 per cent in April reflects this inertia (FT 5/3, 15/4, 
31/5, 11/6; Ecst 18/5). 


Other OECD Nations 


Dr. Carlo Ciampi, the governor of the Bank of Italy, 
urged the government to take prompt action to reduce 
its budget deficit and to implement a "more vigorous" 
incomes policy. A deteriorating trend in the balance of 
payments to date in 1985 reflected the faster growth of 
domestic demand in Italy than in its main trading 
partners, while consumer price inflation remained at 
stubbornly high levels (8.8 percent in April) after 
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slowing in 1984. Dr. Ciampi made the comments while 
presenting the bank’s annual report, shortly before the 
June 9 referendum confirmed a cutback in the scala 
mobile (which indexed wages to prices). 


Dr. Ciampi defended the central bank’s policy of 
keeping the value of the lira at a relatively high level 
in the European Monetary System (which is a grid of 
exchange rates which sets foreign exchange rate 
values for indeterminate periods). He said it was 
necessary to help companies to import new technology, 
thereby enabling Italy to be more competitive in the 
future. A lower value of the lira would make export 
prices more competitive and dampen import volumes, 
but would also serve to raise the cost of imports. He 
said, "in the phase we are traversing, the increase in 
the propensity to import is the cost that has had to be 
paid to acquire and develop the necessary technologies 
and to expand export markets. To abandon this 
process in midstream would entail giving up the 
benefits in terms of lasting ability to export that were 
the justification for incurring the cost" (FT 3-29-32/5, 
11/6). 


The annual wage negotiations in the Netherlands, 
covering most of its three million workers, concluded 
with wage increases of about one to two per cent, along 
with consideration of a move towards shorter working 
hours. The importance of the agreement is that it 
brings to fruition the major points of the historic 1982 
wage agreement (which called for more decentralised 
collective bargaining and wage flexibility to address 
the problem of unemployment in Holland, currently at 
16 per cent of the labour force), and follows nationwide 
strikes in 1983. The government’s role in the labour 
negotiations was largely one of fostering a climate 
favourable to wage moderation, through lower taxes 
and social security premiums for example. The 
agreement also formally ended the automatic indexing 
of wages to price increases (FT 29/5). 


OPEC 


Following a brief upturn during the winter, prices in 
the spot market for crude petroleum have eased in 
recent months, prior to the next strategy meeting of 
OPEC on July 22. The winter upturn in prices 
accompanied record cold weather in Europe and North 
America, and pushed the price of West Texas 
Intermediate crude to over $30 (U.S.) a barrel. Prices 
have since eased to between $26 and $27. Sheik 
Yamani of Saudi Arabia attributed the recent price 
weakness to a resumption of high export levels by the 
Soviet Union, an end to the coal strike in Britain, high 
non-OPEC production, and low consumption. In its 
mid-year forecast, the OECD secretariat forecast that 


22 


the current account deficit of OPEC would continue at Legend 
slightly under $10 billion (U.S.), even after allowing 
for a major reduction in imports (FTC 3/6; OECD BCR - Bank of Canada Review 
Economic Outlook No. 37). BW - Business Week 
CP  - Canadian Press 
Ecst - The Economist 
EP¥s. —“FinancialkPost 
Eiiieeh WikesEKinancial Pines 


GM - Globe and Mail 

LaP  — ‘La Presse 

LeD - Le Devoir 

LeM - Le Monde 

LPS —- London Press Service 
MG - Montreal Gazette 
NYT - New York Times 
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OW - Oilweek 

TS — Toronto Star 

VP  - Vancouver Province 
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Analytical Note: An Update of the Behaviour of Regulated Prices in the Consumer Price Index 


The purpose of this note is to provide users with a brief 
update on the behaviour of regulated prices in the 
Consumer Price Index. In the August 1982 issue of 
Current Economic Analysis, Statistics Canada 
undertook a preliminary attempt to separate out those 
components of the CPI where prices were essentially 
determined by legislation or approved after review by a 
public agency. This paper uses the same division of 
CPI between its regulated and non-regulated com- 
ponents since June 1982 (and hence does not allow for 
the changing scope of government direct involvement in 
price-setting in the economy in recent months, such as 
the move towards at least partial deregulation in the 
energy and transportation industries). 


In the original paper on the behaviour of regulated 
prices over the period April 1973 to June 1982, the 
major analytical finding was that the cyclical 
movement of prices in the regulated sector excluding 
energy tends to lag that of prices in the non-regulated 
sector of the economy, and that the two grew at a 
similar rate over the cycle as a whole. 


The inflation rate has steadily subsided in both sectors 
since June 1982, with non-regulated rates remaining 
below regulated rates throughout this period of 
declining inflation. There have been no major upturns 


in inflation in either index since their peaks in 1981- 
1982, and consequently the additional data provides 
little further evidence on the timing relationships 
between regulated and non-regulated prices. Both 
sectors exhibited a slight upturn in inflation rates 
during this period of disinflation. However, the 
upturns were so small that, even though consistent 
with the original hypothesis about timing relation- 
ships, their significance is questionable. 


Although all aggregate rates of inflation have 
declined since June 1982, the graphs reveal that a 
divergence in the trend of non-regulated and regulated 
excluding energy prices has emerged since September 
1982. Between April 1973 and September 1982, the 
two series grew by 132 per cent; between September 
1982 and April 1985, the regulated portion of the 
index (excluding energy) rose by 19.4 per cent, 
compared to 10.1 per cent in the non-regulated 
component, although the two indices have converged 
in terms of growth rates in recent months to about 4 
per cent at annual rates. The increase in the relative 
price of regulated sectors of the economy is partly 
explained by increased indirect taxes. It is also 
evident from the graphs that the non-regulated CPI 
itself has been more restrained after the 1981-82 
recession than at any time between 1973 and 1982. As 
well, a stabilizing of the relative price of energy is 
evident in a convergence of the growth trends of the 
total regulated and regulated excluding energy price 
series since mid-1982 


Figure 15 Consumer Prices 
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Glossary 


Diffusion index: 


End point 
seasonal 
adjustment: 


External trade 
Balance-of- 
payments basis: 


Customs basis: 


Net exports: 


Terms of trade: 


Filtered, 
filtering: 


a diffusion index is a measure, 
taken across a group of time series, 
that indicates the uniformity of 
movement exhibited by the group. 
More precisely, for any given 
period the diffusion index is equal 
to the percentage of series in the 
group that are expanding during 
that period. The diffusion index 
thus indicates the dispersion or 
diffuseness of a given change in 
the aggregate. Since business 
cycle changes generally affect 
many economy processes diffusion 
indexes are useful in determining 
whether a change is due to cyclical 
forces. 


this procedure uses the data for the 
current period in estimating the 
seasonal factor for that period. In 
contrast the projected factor 
procedure calculates the seasonal 
factor for the current period by 
extrapolating past data. The end 
point procedure therefore allows 
changing seasonal patterns to be 
recognized sooner than the 
projected factor procedure. 


data which reflect a number of 
adjustments applied to the customs 
totals to make them consistent 
with the concepts and definitions 
used in the system of national 
accounts. 


totals of detailed merchandise 
trade data tabulated directly from 
customs documents. 


exports less imports. 


the ratio of merchandise export 
prices to merchandise import 
prices. This ratio can be calculated 
monthly on a customs basis from 
External Trade data, or quarterly 
on a balance of payments basis 
from GNP data. 


in general the term filtering refers 
to removing, or filtering out, move- 
ments of the data that repeat 


Final demand: 


Final domestic 
demand: 


Inventories 
By stage of 
processing: 


Labour market 
Additional 
worker effect: 
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themselves with roughly the same 
frequency. In the context used 
here we refer to removing the high 
frequency, or irregular move- 
ments, so that one can better judge 
whether the current movement 
represents a change in the trend- 
cycle. Unfortunately all such 
filtering entails a loss of timeliness 
in signalling cyclical changes. We 
have attempted to minimize this 
loss in timeliness by filtering with 
minimum phase shift filters. 


final domestic demand plus 
exports. It can also be computed as 
GNP excluding inventory changes. 


the sum of personal expenditure on 
goods and services, government 
current expenditure, and gross 
fixed capital formation by 
Canadians. Final domestic de- 
mand can also be viewed as GNP 
plus imports less exports and the 
change in inventories; that is, it is 
a measure of final demand by 
Canadians irrespective of whether 
the demand was met by domestic 
output, imports or a change in 
inventories. 


within a given industry invento- 
ries may be classified depending on 
whether processing of the goods, 
from that industry’s point of view, 
is complete, is still underway, or 
has not yet begun. Inventories 
held at these various stages of 
processing are referred to as 
finished goods, goods in process, 
and raw materials respectively. 
Note that in this context the term 
raw materials does not necessarily 
refer to raw or primary commod- 
ities such as wheat, iron ore, etc. It 
simply refers to materials that are 
inputs to the industry in question. 


refers to the hypothesis that as the 
unemployment rate rises, the main 
income earner in the family unit 
may become unemployed, inducing 
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Discouraged 
worker effect: 


Employed: 


Employment, 
Payrolls and 


Hours Survey: 


Employment/ 
Population 
Ratio: 


Labour force: 


related members of the unit who 
were previously not participating 
in the labour force to seek 
employment. This is also referred 
to as the ‘secondary worker effect’. 


refers to the hypothesis that as the 


unemployment rate increases, 
some persons actively seeking 
employment may become 


‘discouraged’ as their job search 
period is extended, and drop out of 
the labour force. 


persons who, during the reference 

period for the Labour Force 

Survey: 

a) did any work at all, for pay or 
profit in the context of an 
employer-employee _ relation- 
ship, or were self-employed. It 
includes unpaid family work 
which is defined as work 
contributing directly to the 
operation of a family farm, 
business, or professional prac- 
tice owned or operated by a 
related member’ of the 
household; 

b) hada job but were not at work 
due to own illness or disability, 
personal or family responsibili- 
ties, bad weather, labour 
dispute or other reasons 
(excluding persons on lay-off 
and those with a job to start at 
a future date). 


a monthly mail survey of most 
non-agricultural employers  col- 
lecting payroll information on the 
last week or pay period in the 
reference month, including figures 
on average hours, earnings, and 
employment. 


represents employment as a_per- 
centage of the population 15 years 
of age and over. 


persons in the labour force are 
those members of the population 
15 years of age and over who, in 
the reference period were either 
employed or unemployed. 


Labour Force 
Survey: 


Paid worker: 


Participation rate: 


Unemployed: 


Monetary base: 


is a monthly household survey 
which measures the status of the 
members of the household with 
respect to the labour market, in 
the reference period. Inmates of 
institutions, members of Indian 
Reserves, and full-time members 
of the Canadian Armed Forces are 
excluded because they are 
considered to exist outside the 
labour market. 


a person who during the reference 
period did work for pay or profit. 
Paid workers do not include 
persons who did unpaid work 
which contributed directly to the 
operation of a family farm, 
business, or professional practice 
owned and operated by a related 
member of the household. 


represents the labour force as a 
percentage of the population 15 
years of age and over. The 
participation rate for a particular 
group is the percentage of that 
group participating in the labour 
force. 


those who during the reference 
period: 

a) were without work, and had 
actively looked for work in the past 
four weeks (ending with the 


reference week) and were 
available for work, 
or 


b) had not actively looked for 
work in the past four weeks but 
had been on layoff (with the 
expectation of returning to work) 
and were available for work, 

or 

c) had not actively looked for 
work in the past four weeks but 
had a new job to start in four weeks 
or less from the reference week, 
and were available for work. 


the sum of notes in circulation, 
coins outside banks, and chartered 
bank deposits with the Bank of 
Canada. Also referred to as the 
high-powered money supply. 


Prices 


Commodity prices: daily cash (spot) prices of individ- 


Consumer prices: 


Implicit prices: 


Industry prices: 


ual commodities: Commodity 
prices generally refer to spot prices 
of crude materials. 


retail prices, inclusive of all sales, 
excise and other taxes applicable 
to individual commodities. In 
effect, the prices which would be 
paid by final purchasers in a store 
or outlet. The Consumer Price 
Index is designed to measure the 
change through time in the cost of 
a constant “basket" of goods and 
services, representing the  pur- 
chases made by a _ particular 
population group in a specified 
time period. Because the basket 
contains a set of goods and services 
of unchanging or comparable 
quantity and quality changes in 
the cost of the basket are strictly 
due to price movements. 


prices which are the by-product of 
a deflation process. They reflect 
not only changes in prices but also 
changes in the pattern of expendi- 
ture or production in the group to 
which they refer. 


prices charged for new orders in 
manufacturing excluding dis- 
counts, allowances, rebates, sales 
and excise taxes, for the reference 
period. The pricing point is the 
first stage of selling after produc- 
tion. The Industry Selling Price 
Index is a set of base weighted 
price indices designed to measure 
movement in prices of products 
sold by Canadian Establishments 
classified to the manufacturing 
sector by the 1970 Standard 
Industrial Classification. 


Laspeyres price 
index: 


Paasche price 
index: 


Valuation 
Constant dollar: 


Current dollar: 


Nominal: 


Real: 
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the weights used in calculating an 
aggregate Laspeyres price index 
are fixed weights calculated for a 
base period. Thus changes in a 
price index of this type are strictly 
due to price movements. 


the weights used in calculating an 
aggregate Paasche price index are 
current period weights. Changes 
in a price index of this type reflect 
both changes in price and 
importance of the components. 


represents the value of expendi- 
ture or production measured in 
terms of some fixed base period’s 
prices. (Changes in constant dollar 
expenditure or production can only 
be brought about by changes in the 
physical quantities of goods 
purchased or produced). 


represents the value of expendi- 
ture or production measured at 
current price levels. A change in 
current dollar expenditure or 
production can be brought about 
by changes in the quantity of goods 
bought or produced or by changes 
in the level of prices of those goods. 


represents the value of expendi- 
ture or production measured at 
current price levels. ‘Nominal’ 
value is synonymous with ‘current 
dollar’ value. 


‘real’ value is synonymous with 
‘constant dollar’ value. 
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Summary of Business Cycle Peaks and Troughs in Canada 1950-1982 


Monthly Reference Dates 


Recessions 
June 1951 to December 1951 
June 1953 to June 1954 
February 1957 to January 1958 
April 1960 to January 1961 
June 1974 to March 1975 
November 1979 to June 1980 
July 1981 to December 1982 


Expansions 
January 1952 to May 1953 
July 1954 to January 1957 
February 1958 to March 1960 
February 1961 to May 1974 
April 1975 to October 1979 
July 1980 to June 1981 
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Data in Many Forms... 


Statistics Canada disseminates data in a variety of 
forms. In addition to publications, both standard and 
special tabulations are offered on computer print-outs, 
microfiche and microfilm, and magnetic tapes. Maps 
and other geographic reference materials are avail- 
able for some types of data. Direct access to aggregated 
information is possible through CANSIM, Statistics 
Canada’s machine-readable data base and retrieval 
system. 


How to Obtain More Information 


Inquiries about this publication and related statistics 
or services should be directed to: 


Econometric Analysis Division, 

National Accounts and Analytical Services, 

Statistics Canada, Ottawa, K1A 0T6 

(Telephone: 990-9161) or to the Statistics Canada 
reference centre in: 


St. John’s (772-4073) Sturgeon Falls (753-4888) 
Halifax (426-5331) Winnipeg (949-4020) 
Montreal (283-5725) Regina (359-5405) 
Ottawa (990-8116) Edmonton (420-3027) 
Toronto (973-6586) Vancouver (663-3691) 


Credit Card only (973-8018) 


Toll-free access is provided in all provinces and 
territories, for users who reside outside the local 
dialing area of any of the regional references centres. 


Newfoundland and Labrador Zenith 0-7037 
Nova Scotia, New Brunswick 

and Prince Edward Island 1-800-565-7192 
Quebec 1-800-361-2831 
Ontario 1-800-268-1151 
Manitoba 1-800-282-8006 
Saskatchewan 1(112)800-667-3524 
Alberta 1-800-222-6400 
British Columbia (South and Central) 112-800-663-1551 
Yukon and Northern B.C. (area served 

by NorthwesTel Inc.) Zenith 0-8913 
Northwest Territories (area served by 

NorthwesTel Inc. Zenith 2-2015 


How to Order Publications 


This and other Statistics Canada publications may be 
purchased by using the attached order form, from local 
authorized agents and other community bookstores, 
through the local Statistics Canada offices, or by mail 
order to Publication Sales and Services, Statistics 
Canada, Ottawa, K1A OT6. 

1(613)990-8114 
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Preface 


The purpose of the Quarterly Economic Summary 
is to provide a quarterly description of macro-economic 
conditions and thereby to extend the availability of 
information on the macro-economy provided by the 
System of National Accounts. 


The publication provides a more detailed analysis 
than is available in the monthly Current Economic 
Indicators. In particular, the sectoral analysis of the 
data provides relevant information on industrial and 
regional developments. Tables of the source data, as 
well as transformations useful for current economic 
analysis are available in the Quarterly Economic 
Summary: Statistical Supplement. 


Technical terms and concepts used in this publication 
that may be unfamiliar to some readers are briefly 
explained in the glossary. More extensive feature 
articles will appear in this publication from time to 
time explaining these technical terms and concepts in 
more detail. 
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Note 


CANSIM Note 


CANSIM} (Canadian Socio-Economic Information 
Management System) is Statistics Canada’s 
computerized data bank and its supporting software. 
Most of the data appearing in this publication, as well 
as many other data series are available from CANSIM 
via terminal, on computer printouts, or in machine 
readable form. Historical and more timely data not 
included in this publication are available from 
CANSIM. 


For further information write to CANSIM Division, 
Statistics Canada, Ottawa, K1A OT6 or call (613)990- 
8200 


+ Official Trade Mark of Statistics Canada. 


Summary 
(based on data available as of September 10, 1985) 


Real GNP grew at a moderate rate in the second 
quarter 1985, rising 1.0%, following quarterly gains of 
0.9% and 1.0% in the fourth and first quarters, 
respectively. The 1.0% average quarterly growth rate 
recorded in the last three quarters compares with a 
1.5% average for the first seven quarters of recovery. 
The easing of aggregate demand from the fourth 
quarter of 1984 to the second quarter of 1985 
originated in a slower rate of inventory accumulation 
and a softening of export demand. Inventory 
accumulation fell by $620 million, while exports have 
declined by 0.8%. An acceleration of final domestic 
demand over the same period -- an average gain of 
1.3% per quarter -- has partly offset the effect of 
slowing inventory and external demand. Consumer 
spending led this growth, having risen by 1.2% or 
more in each of the last three quarters, while business 
investment recorded growth of about 4% in the second 
quarter for its first large gain in over four years. 


Consumer expenditure rose by 1.2% in the second 
quarter as an upturn in spending on durable goods, 
notably cars, offset slower growth for semi-durable 
and non-durable goods. These movements in spending 
accompanied a slowdown in the growth of real 
disposable income from 1.7% to 0.9% and a steady drop 
in interest rates during the quarter. Widespread price 
discounts (18 of the 55 components of goods recorded 
lower prices in the second quarter) followed the large 
build-up -- over $1.2 billion at annual rates -- in retail 
inventories in the first quarter. Housing construction 
also recorded a large gain in the second quarter, up 
8%, reflecting the jump in housing starts which 
occurred in April. Together with an increase in the 
non-residential sector, higher construction activity 
accounted for about half of the quarterly increase in 
final domestic demand. 


Nominal outlays on non-residential construction 
surged by 9% in the quarter; with prices up by 1%, and 
expenditure on machinery and equipment little 
changed, the volume of total business investment rose 
about 4% in the second quarter. Further growth in 
non-residential construction is augured by the 
quarterly gains in building permits (+33%) and 
engineering contract awards (+6%). Gains of about 
6% in each of the next two quarters in non-residential 
construction are required to realize the investment 
intentions outlined in the mid-year survey of Public 
and Private Investment in Canada (revised upward 
by $2,068 million to + 12.3% for 1985 as a whole). The 
upward revision of non-residential construction was 


partly offset by a downward revision of $315 million in 
machinery and equipment outlays, to 8.5% growth in 
1985. Growth of 3.2% in nominal outlays in each of 
the third and fourth quarters would realize the 1985 
intentions for machinery and equipment. 


The strength of both second quarter outlays and 1985 
intentions for business investment in non-residential 
construction relative to machinery and equipment 
leads to certain observations. First, import leakages 
for construction projects are considerably less than 
those for machinery and equipment, where imports 
account for about half of nominal outlays by firms. 
This is reflected in the sustained growth in the volume 
of new orders received by domestic manufacturers of 
investment goods in the first half of 1985, such as 
electrical products (+ 21%) and non-metallic minerals 
(+7%). Second, business investment in construction 
typically lags behind outlays for machinery and 
equipment, partly reflecting the longer lags in work- 
put-in-place in non-residential construction. For 
example, firms reacted to the onset of the 1981-1982 
downturn by cutting outlays for machinery and 
equipment in the third quarter of 1981, but did not 
reduce expenditures for construction until the first 
quarter of 1982. It is not clear why construction 
expenditures have led the upturn in investment in 
1985. 


Corporate profits before taxes fell 4% in the second 
quarter. This slowed the year-over-year gain, at 3%, 
to less than that of price increases (the deflator for 
domestic demand rose 4%). Undistributed corporate 
profits were down 5% over the past three quarters. 
With weak corporate cash flow, and strong financial 
market conditions, firms stepped up fund-raising in 
bond and equity markets to $750 million and $2.5 
billion, respectively. 


Inventories in the non-farm business sector were little 
changed in the second quarter, after recording a small 
decline in the fourth quarter and a $1.2 billion 
increase in the first. Over the past three quarters, 
inventories have on balance restrained aggregate 
demand. The large quarterly fluctuations in the rate 
of growth of real inventories -- of -$1.1, +$1.4 and 
-$1.0 billion -- in these three quarters buffered the 
steady growth of output -- +0.9%, +1.0% and + 1.0% 
-- against the more volatile course of final sales (GNE, 
excluding inventories, was up +1.6%, +0.0%, and 
+ 1.7% in the same three quarters). 


Restrained inventory accumulation has been a trend 
throughout the recovery. Whereas inventory-to-sales 
ratios have normally edged up by the second year of 
recovery as firms replenish stocks, the inventory-to- 
shipments ratio in June 1985 stood well below the 
levels of January 1983, when the recovery began. For 
example, the ratio of total stocks to shipments in 
manufacturing (constant dollars) stood at 1.85 in June 
1985, compared to 2.09 in January 1983. Most of this 
reduction occurred at the raw materials and goods-in- 
process stage of fabrication, and reduced aggregate 
demand by $1.4 billion, or the equivalent of about 12% 
of the level of January 1983 stocks and 1% of the level 
of real GNE. The reduction of stocks has been more 
pronounced in durable goods industries such as motor 
vehicles, primary metals, and machinery, than in non- 
durable goods industries, where stock levels are lower. 


Following an average quarterly gain of over 4%, which 
powered much of the recovery in 1983-1984, export 
demand has fallen. Real exports of goods and services 
declined 2.3% in the second quarter, after making 
marginal gains in the previous two quarters. All of 
the second quarter downturn occurred in exports 
overseas, as U.S. demand for energy and industrial 
goods accelerated. Real GNP in the United States 
grew only marginally in the first half of 1985, and this 
sluggishness in U.S. demand became more evident in 
July, when exports to the U.S. fell 9%, with declines 
being widespread. Total exports also declined 9% in 
July, dropping to a level nearly 12% below the second 
quarter average. 


The volume of imports declined by 2.5% in the second 
quarter. Import demand was little changed from the 
third quarter of 1984, implying a slight drop in import 
penetration from 21.6% to 21.0% of real GNE during 
the intervening period of more moderate growth. 
(This contrasts with the United States, where rising 
import substitution constricted the growth of 
manufacturing production in the first half of 1985). 
With declines in the volume of imports nearly 
offsetting those of exports, real net exports of goods 
and services changed little. A drop in the terms of 
trade accounted for a decline in the nominal trade 
balance in the second quarter. The nominal current 
account balance stood at $1.4 billion in the second 
quarter, compared to $3.1 billion in the first quarter 
and a peak of $4.7 billion in the fourth quarter of 1984. 


Inflation remained moderate in the second quarter. 
The implicit price index for GNE rose by 0.9%, leaving 
the year-over-year rate of increase at nearly 4%. An 
upturn in prices in the construction sector of about 1% 
accompanied strengthening demand in this sector. 
Price increases for final domestic demand eased from 
1.4% to 0.9% in the quarter, however, as numerous 
price cuts for consumer goods followed the first quarter 
build-up of inventories. 


The terms of trade -- the ratio of the implicit price 
index for exports to prices for imports -- reversed its 
first quarter gain, declining from 100.4 to 98.5. A 
3.2% jump in the Paasche price index for imports was 
largely attributable to a substantial increase in the 
relative importance of imports of petroleum and 
related products during the quarter. (The Laspeyres 
price index for imports rose only 0.5% in the quarter.) 
The quarterly increase in petroleum imports, totalling 
nearly $2.7 billion at annual rates, appears to be 
related to the termination of the oil import subsidy at 
the end of the second quarter. A sharp drop in 
petroleum imports in July, almost $5 billion at annual 
rates, suggests that the second quarter trend will 
reverse itself in the third quarter. 
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Real output growth was little changed in the second __ 


quarter, as_a rebound in the goods-producing sector 
“offset a slight deceleration within services. The gain in 
goods-production originated in a quarterly surge in 
housing and business investment demand. Sluggish 
external demand continued to inhibit growth in the 
primary and secondary sector. Even with the second 
quarter pick-up in goods-producing industries, growth 
in total services outpaced that for goods in the first half 
of 1985, and this was broadly reflected in the sectoral 
distribution of revisions to mid-year investment 
intentions. Inventory demand continued to serve as a 
buffer between production and fluctuations in final 
sales. 


Production in goods-producing industries rose by 1.0% 
in the second quarter, following a 0.5% decline in the 
fourth quarter 1984 and a 0.8% increase in the first 
quarter. Three-quarters of the gain originated in 
construction activity (+6%), as the residential and 
non-residential building and engineering sectors rose 
in tandem. 


The revival of construction activity in the second 
quarter accompanied a drop in short- and long-term 
interest rates to new lows in the current cycle. 
Automotive demand led the quarterly gain in 
consumer spending. Motor vehicle exports and output, 
however, softened for the third consecutive quarter. 


Output in primary industries - agriculture, forestry, 
and fishing and trapping - and in raw materials 
industries, including mining, continued to sag in the 
second quarter. The drop in output was associated 
with weak prices in international commodity markets 
for a wide array of food, wood, mineral, and energy 
products which have persisted throughout the first 
half of 1985. (For example, the Laspeyres index for 
food products and crude materials has declined by 
0.1% and 2.8%, respectively, in the past four quarters.) 


The cutbacks in output reduced the volume of 
inventories in the logging and mining industries, by 
$28 and $80 million respectively, in the first half of 
1985, following an accumulation of stocks at the turn 
of the year. Metal mining remained the worst-hit 
sector, as a further drop in production lowered second 
quarter output to a level about 13% below that of the 
third quarter of 1984. At the same time, however, 
output of refined metal alloys at the manufacturing 


level rose 4.1 per cent, as exports of aluminum and 
copper, and other metal alloys firmed. Production of 
mineral fuels, rising moderately for the third 
consecutive quarter, buttressed total mining output 
against the declines in metal mines. A further step-up 
in crude petroleum and natural gas output (+ 0.2 per 
cent) followed two consecutive quarterly gains 
totalling near seven per cent. 


The diverging trends apparent within the mining 
sector were evident in investment intentions as well as 
in production during the first half of 1985. Table 1 
below shows the large upward revision to the 
investment intentions of the oil and gas industry made 
between the forecast survey, conducted in January 
and February 1985, and the mid-year survey, 
conducted in May and June 1985. Over this period, the 
volume of natural gas and crude petroleum exports 
rose by 5.6% and 65% respectively, following changes 
in export price formulae made by the National Energy 
Board and revisions to energy policy agreed to in the 
Western Accord. 


In contrast, investment intentions in the mining 
sector excluding petroleum and natural gas, were 
lowered substantially - about $250 million, or the 
equivalent of 10% of investment in this sector. Most of 
this cutback in investment plans in the first half of the 
year occurred in on-property development, down $150 
million, presumably reflecting decisions to slow or 
delay work pending an improvement in market 
conditions. 


Manufacturing output rose by 1.3% in the second 
quarter. Output had slumped by 0.5% in the last 
quarter of 1984 and changed little in the first quarter 
(+0.1%). Half of the second quarter rebound in output 
was accounted for by increases in industries oriented 
to construction spending, notably metal fabricating 
(+ 8%), non-metallic minerals (+6%), and electrical 
products (up 1% after a 6% jump in the first quarter). 
Output in consumer goods industries, such as food and 
beverages (+1%) and furniture (+5%), rose 
moderately. The slack in export demand for finished 
goods in the first half of 1985 was mirrored in lower 
output of automotive products, down 3% to bring the 
cumulative decline since the third quarter 1984 to 9%, 
pulp and paper (-1%), and machinery industries 
(-0.6%). Exports of these commodities declined by 
about 4%, 6%, and 2%, respectively, in the second 
quarter. 
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TABLE 1 
Investment Plans in Mining 
(Millions of dollars) 
1984 1985 1985 
Preliminary Forecast Mid-year 

Actual Intentions Intentions 
Petroleum and Natural Gas $7,143 8,562 9,067 
Mining Excluding Petroleum and 2,481 2,470 25223 

Natural Gas 

The influence of market conditions on investment (+$250 million) despite sluggish demand. 


intentions, evident in the mining sector, also was 
apparent in the revised intentions of the 
manufacturing sector. The direction of revisions to 
investment intentions was the same as the net change 
in output in the first half of 1985 in 14 of the 19 major 
industry groups. The major exception was paper and 
allied industries, where investment plans rose sharply 


Renovations and new buildings undertaken in the 
pulp and paper industry in Quebec and New 
Brunswick contributed to the second quarter surge of 
non-residential construction. In total, manufacturing 
investment in the mid-year survey was revised up by 
0.6 percentage points to growth of 26.9% for 1985. 


TABLE 2 


Change in Output and Investment Intentions in Manufacturing, 
January to June 1985 
(First difference, Millions of dollars) 


Food and Beverages 
Tobacco 

Rubber 

Leather 

Textiles 

Knitting and Clothing 
Wood 

Furniture 

Paper 

Printing 

Primary Metals 
Metal Fabricating 
Machinery 
Transportation 
Electrical 
Non-Metallic 
Petroleum 
Chemical 
Miscellaneous 


Output in the service-producing sector, which had 
sustained growth in the previous two quarters, re- 
mained at 1% in the second quarter. Increased 
activity in the financial sector and further growth in 
trade and business services led this growth, offsetting 
moderate government and household demand for 


Investment Output 
3s +10 
+3 +21 
+3 +2 
+3 0 
+9 +43 
+11 -28 
+28 +123 
+12 +41 
+ 268 +8 
+7 +32 
-180 +15 
+78 +173 
+3 +57 
-52 -182 
+42 +55 
+17 +72 
-136 +15 
-34 +53 
+9 +44 


services. The gains in service industries helped to 
slow the descent in the filtered diffusion index for RDP 
to 3.3 points (from 66.7 to 63.4) during the last three 
months, compared to a decline 7.2 points in the 
previous three months. 


Figure 1 
Constant Dollars Inventory to Shipment Ratio 
for Manufacturing 


Durable 
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The level of non-farm business inventories was little 
changed in volume in the second quarter. A restrained 
stand towards inventory accumulation has been 
evident throughout the recovery, as inventory-to-sales 
ratios in the manufacturing, wholesale, and retail 
sectors are below the levels recorded at the end of the 
1981-1982 recession. Firms have been quick to slow 
the growth of stock levels at a time of slowing final 
demand over the past three quarters; between the 
third quarter of 1984 and the second quarter of 1985, 
total business inventories decelerated by $620 million 
in volume. This has made a negative contribution to 
the growth of real GNE over this period. 


1983 1984 1985 


In the last three quarters inventories have been more 
a buffer against irregular fluctuations of final sales 
than a sustained source of growth. Table 3 below 
shows that, while stocks for the last three quarters as 
a whole have decelerated, they sustained quarterly 
growth in real GNE at a steady 1%, despite larger 
quarterly fluctuations in final sales (GNE excluding 
inventories). This suggests that the effect on GNE of 
the large drop in export sales in July - down 9% toa 
level almost 12% below the second quarter average - 
will be partly offset in the short-run by an 
accumulation of stocks. 


TABLE 3 
Real GNE and Stocks, 
Fourth Quarter 1984 to Second Quarter 1985 
1984 1985 
Q4 Ql Q2 
Real GNE (Per cent Change) +0.9 aten() s= le) 
Final Sales (Per cent Change) +1.6 0.0 +1.7 
Non-Farm Inventories (First Difference, 
Billions of 1971 Dollars) -$1.1 + $1.4 -$1.0 
Table 4 details the constant dollar stock-to-shipment trend which is most evident when compared to the 
ratios in manufacturing. Overall, this ratio has eased previous cyclical trough of January 1980. Durable 
from 2.09 at the start of the recovery in 1983 to 1.85 in goods industries led the restraint, as they typically 
June 1985. Most of this reduction is the result of hold a higher level of stocks than do producers of non- 
leaner stocks of raw materials and goods-in-process, a durable goods. 
TABLE 4 
Constant Dollar Stock-to- 
Shipments Ratios for 
Manufacturing 
January January June 
1980 1983 1985 
Total 2.03 2.09 1.85 
Raw Materials 0.78 0.77 0.67 
Finished Goods 0.81 0.89 0.79 
Goods-in-Process 0.45 0.44 0.40 
Durables 2.19 231 1.88 
Wood 1.95 1.97 1.86 
Furniture ae 2.39 2.03 
Primary Metals 2.14 3162 2.46 
Metal Fabricating Zak 2.34 1.92 
Machinery 2.69 4.12 Pane Ti 
Transportation Equipment 1.85 1.43 122 
Electrical Products 2.95 2.92 2.74 
Non Metallic Minerals 1.83 1.94 1.47 
Non-Durables 187Z 1.90 1.82 
Food & Beverages 1.61 152 1.50 
Tobacco 5.77 6.41 EL6 
Rubber & Plastic 7p patl 283 2.08 - 
Leather 3.34 2.93 3:03 
Textiles 2.20) 2,03 2.10 
Knitting 2.39 Lal 1.78 
Clothing 2.79 2.40 2.64 
Paper 127, 1.66 1.41 
Printing 1.00 LO) 1.04 
Petroleum 15% 1.80 1.34 
Chemicals 215 2eZ0 2.08 


Miscellaneous 3.43 3.19 Sos! | 


Household 


In the second quarter, the household sector was marked 
by a surge in residential construction and by continued 
vigorous growth in expenditures on goods, partly 
financed by a reduction in savings. Spending on 
consumer services remained subdued, and the growth 
of real labour income was modest. Most of the 
employment growth between January and August 1985 
took place in March, April and May, pushing the 
unemployment rate down from 11.1% to 10.6% in the 
second quarter. In July and August, however, the 
employment gains were reversed in manufacturing, 
construction and trade (chiefly in Ontario), while final 
domestic demand moderated toward the end of the 
second quarter. Major wage settlements in the second 
quarter maintained their moderate trend. 


The 1.2% growth in personal expenditures in the 
second quarter echoed the gains made in the preceding 
two quarters, partially because of steady growth in 
sales of durable goods. After declining in the third 
quarter of 1984, sales of durable goods have increased 
in tandem with the downward trend in interest rates. 
However, outlays for semi-durable and non-durable 
goods slowed in the second quarter, rising by 1.4% and 
0.3% respectively, and the growth of spending on 


Total 


services remained subdued. The overall increase in 
expenditures was partly financed by a slight decline in 
savings. The growth of labour income remained 
moderate, while that of personal disposable income 
decelerated from 3.0% to 1.9% in the second quarter. 
An increase in income tax collections contributed to 
the slowdown in net incomes. 


On a monthly basis, retail sales of goods in constant 
dollars have flattened-out. They edged down 0.2% and 
0.3% in April and June, advancing 0.3% in May. This 
sluggishness is partly due to sales of semi-durable 
goods, which have registered slow growth since the 
1981-82 recession, as shown in Chart 2. The June 
decline in sales of semi-durable goods was widely 
distributed among the components, affecting clothing 
(-2.5%), footwear (-3.3%), hardware (-1.7%) and 
household items (-0.3%). Two durable goods 
components were also down in June: recreational 
equipment (-1.6%) and, for the third straight month, 
furniture and appliances. Car sales increased in April 
(3.2%) and June (3.1%), after rising sharply in March 
(4.3%), and reached a level well above the previous 
peak recorded in 1980-81. 


Figure 2 
Personal Expenditure on Goods 
Durable Semi 


The coincident indicators of the housing market 
improved as mortgage interest rates fell throughout 
the second quarter. After climbing early in the year, 
rates fell substantially, to 11.89% for a conventional 
five-year mortgage inJune. They have not been so low 
since August 1979. Also, personal disposable income 
continued to climb in the second quarter (+ 1.9%), and 
the unemployment rate fell below 11% and remained 
there. Consumer confidence as measured by the 
Conference Board survey index advanced 6.6% in the 


Figure 3 
Conventional Mortgage Rate, 5 Years 


20.0 


17.5 


15.0 


10.0 


The leading indicators of residential investment 
also advanced in the second quarter. The value of 
building permits rose a vigorous 8.3% in April, while 
the May increase was a more modest 2.6%. Expressed 
as housing units, the level of permits increased every 
month between February and June 1985, only to fall 
10.9% in July. This drop was almost entirely due to a 
deterioration of the housing market in Ontario 
(-20.5%), parallelling a decline in employment in the 
province. Housing starts in urban centres also 
advanced in April (136,000 units, +16%) and May 
(137,000 units, + 0.7%), but fell back in June (121,000 
units, -12%). This slowdown occurred in all regions 
except British Columbia. 


second quarter to 110.2 (1961=100). Business 
expenditures on residential construction were up 
sharply (+ 8.4%) in the second quarter, supported by 
gains in all major components. Real estate 
commissions posted their third consecutive quarterly 
increase (+ 9.4%), reflecting a firming of the resale 
market. Capital expenditures in the new housing 
sector rebounded (+ 6.2%) after having declined in the 
previous two quarters. 


Figure 4 
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TABLE 5 


Building Permits issued in 
Urban Centres and Mortgage 
Loan Approvals at Annual Rates 


(Multiple housing) 
Building Mortgage 
permits loans 
(000 Units) (000 Units) 

1984 
August 50.0 Sts 
September 48.3 28.7 
October 42.8 2306 
November 61.4 31.3 
December 59.6 24.0 
1985 
January 40.2 95.8 
February 52.2 54.4 
March 60.3 32.9 
April 64.3 40.5 
May 63.1 24.1 
June Tat (n/a) 


July 58.8 (n/a) 


Figure 5 
Residential Construction Leading Indicator and 
Consumer Confidence Index 


Leader Confidence 


Figure 6 
Housing Starts for Single Units, Urban Centers 
% Change 
1964 1985 


The single-family housing market recorded higher 
investment in the second quarter as expenditures 
totalled $535.9 million. Work-put-in-place on housing 
units started during the quarter was responsible for 
two-thirds of the 3.8% increase in total activity. The 
monthly figures for starts in urban centres were 
63,000 units in April, 71,000 units in May and 71,000 
units in June. The recovery in this market coincided 
with the decline in mortgage rates that occurred 
following the increase in rates in February and March. 
Along with the July figures (78,000 starts) this 
suggests that work-put-in-place will continue to 
expand during the third quarter. New housing prices, 
which were virtually stationary between March (97.9) 
and June (98.0), appeared to react sharply in July to 
the upturn in activity in the second quarter. Some 
metropolitan areas registered large price increases in 
July: Kitchener, +3.1%; Vancouver, +1.7%; 
Hamilton, +0.9%; and London, +0.8%. At the same 
time, the number of vacant completed dwellings 
continued to fall, from 3,725 in June to 3,682 in July. 


Investment expenditures in the multiple housing 
market, which had been declining since the fourth 
quarter of 1983, climbed to $213.4 million in the 
second quarter of 1985. This is an increase of 12.8% 
over the preceding quarter. Some 65% of investment 
in the multiple housing sector (expressed as units put 
in place) was attributable to units started earlier in 
the quarter. In July, there were 64,000 starts in urban 
centres, 28% more than in June. In conjunction with 
the second quarter starts (73,000 in April, 66,000 in 
May and 50,000 in June), this indicates another 
increase in work-put-in-place in the multiple housing 
market for the third quarter. The Prairie region had 
9,500 starts, up 23.9%, and British Columbia had 
8,800, a 28% increase. In Ontario, starts edged up 
slightly (+ 6.6%) to 25,800 units in July. Levels were 
down, however, in the eastern part of the country: 
Quebec experienced a sharp drop (-23%), and the 
Atlantic region recorded a smaller decrease (-7.3%). 
Although the multiple housing market picked up in 
the second quarter, a continuing decline in the 
number of mortgage loan approvals (24,100 units in 
May) and a downswing in permits to 58,800 units in 
July (-17.3% after five months of growth) should be 
noted. 
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Employment growth up to July continued to match 
the moderate post-recession average. A trend toward 
the service-producing industries and part-time work 
continued to be evident. Consequently, labour income 
rose during the second quarter at the same moderate 
pace (1.6%) as it had in the preceding year. Between 
December 1984 and July 1985, the increase in the 
number of paid workers was 140,000, all of them in 
services, including about 100,000 in community, 


administration. During this period, 40% of the new 
jobs in the service industries were part-time. At the 
same time, employment in the goods-producing 
industries shrank by 21,000, largely because of 
manufacturing (-16,000), which posted a sharp drop in 
full-time work (-18,000) and a slight gain in part-time 
employment. Table 6 shows the industrial distribu- 
tion of changes in full- and part-time employment 
from December through July 1985. 


business and personal services and __ public 
TABLE 6 
Change in Employment According to the 
Labour Force Survey 
Part-time Full-time Total 
(1) (2) (1) (2) (1) (2) 
All paid workers +46 aed, aQ9, todas +114 +140 
Agriculture +5 +10 0 -5 
Other goods industries +3* +-8* +15 -22 +28 -21 
Other primary industries n/a n/a -6 -6 -3 -5 
Manufacturing +5 +5 +13 -18 +22 -16 
Construction -2 +3 +8 +2 +9 0 
Service industries +45 +66 +79 +116 +115 +165 
Transportation, communications 
and other utilities a2 -6 sik | oe +13 +23 
Trade +10 +10 +20 +45 +34 +47 
Finance, insurance and real estate +3 -5 +4 -4 +7 -9 
Community, business and personal services 
and public administration +30 +67 +44 +43 +61 +104 


(1) Difference in thousands between March and May. 


(2) Difference in thousands between December and July. 


* Excluding mines, quarries and oil wells, and forestry, fishing and trapping. 


As table 6 illustrates, 80% of the employment growth 
between December and July took place in March, 
April and May, pushing the unemployment rate down 
to 10.6% in the second quarter. The rate had been 
stable in the two preceding quarters, although it had 
previously fallen slowly during the recovery, from a 
high of 12.8% in December 1982. Between March and 
May, there were increases in full-time employment in 
both the goods- and service-producing industries 
(15,000 and 79,000 respectively); in June and July, 
these gains disappeared in manufacturing and 
construction, but held firm in the service sector. With 
the strength of employment in services and stability of 
the labour force, the unemployment rate remained at 
near the second quarter level in June and July. Long- 
term unemployment (14 weeks or more) remained 
high, however, as labour demand continued to be weak 
in the goods-producing industries. 


Figure 7 
Share of Long Term Unemployment and 
Employment in Goods Industries 


In August, employment remained anaemic in the 
goods-producing industries, especially in forestry and 
construction, as well as in manufacturing. This 
weakness in the goods sector was compounded by 
slower growth in service-producing industries, caused 
by a downturn in trade and an ongoing decline in 
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finance, insurance and real estate. The full-time 
employment trend firmed, however, as growth 
accelerated in community, business and personal 
services, as well as in transportation, communications 
and other utilities. The unemployment rate eased 
another tenth of a point in August, to 10.3%. 


Figure 8 
Employment by Region 
Can Que Ont West East 
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According to a regional breakdown of LFS data, 
Quebec and Ontario posted the largest gains in non- 
agricultural employment in the second quarter 
(+2.1% and +1.5% respectively), maintaining their 
relatively better growth following the 1981-82 
recession. Employment growth between the first 
quarter of 1983 and the second quarter of 1985 was 
1.5% in British Columbia, 3.6% in the Atlantic 
provinces, 5.3% in the Prairies, 8.2% in Quebec and 
10.3% in Ontario. In the second quarter, employment 
was almost unchanged in the Atlantic provinces 
(0.2%) and British Columbia (-0.4%). However, in 
Ontario, the average for July and August was 0.6% 
below the second-quarter level, having been pushed 
downward by manufacturing, construction and trade. 
Also, as shown in Table 7, Ontario is the only province 
in which the unemployment rate did not continue to 
fall in July and August relative to the second-quarter. 
The acceleration of nominal labour income in Quebec 
(2.0%) and Ontario (2.3%) in the second quarter was 


counterbalanced by a slowdown in the Atlantic 
provinces (0.2%) and the Prairies (1.2%). Growth 
remained subdued in British Columbia, at 0.7%. 


As illustrated in table 7, the regional differences in 
income and employment were not reflected in the 
quarterly value of retail sales, which registered just 
about the same growth rate in all regions in the second 
quarter. There was a slowdown relative to the first 
quarter in the Prairies, the Atlantic provinces and 
Ontario, while Quebec and British Columbia posted 
stronger gains than in the first quarter. 


The regional differences in building permits were 
more distinct than they were for sales. There were 
sharp increases in Ontario and the Prairies and a 
flattening-out in Quebec, British Columbia and the 
Atlantic provinces. In June, however, permits 
declined in all regions. 
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1984 1985 from previous month 

3rd 4th 1st 2nd July August 
Canada 
Unemployment rate* js her 1 a | Tet 10.6 10.4 10.3 
Employment (LFS) 1.0 0.5 0.3 1.3 0.3 ez 
Labour Income 1.8 1.5 1.6 1.6 
Nominal Retail Sales 0.1 24 325 225 
Res. Permits Units -0.1 -8.0 -2.0 27.0 
Atlantic 
Unemployment rate* 15.6 15.9 16.5 16.4 16.1 16.1 
Employment (LFS) | -0.7 -0.4 0.2 1.6 0.5 
Labour Income PA As) 1.6 0.2 
Nominal Retail Sales -2.4 3.0 3.6 2.5 
Res. Permits Units -0.4 3.0 10.7 3.9 
Prairies 
Unemployment rate* 10.0 9.9 9.9 9.5 8.9 OF 
Employment (LFS) 0.6 0.6 0.6 0.7 0.4 0 
Labour Income Tal PAP pis) 12 
Nominal Retail Sales -3.6 3.1 4.4 2.8 
Res. Permits Units 2.9 -30.9 8.0 49.8 
Quebec 
Unemployment rate* 12.5 WS tZ2 11.9 11.7 11.4 
Employment (LFS) 0.5 0.5 -0.1 | 0.3 0.6 
Labour Income 1n4 2 1.5 2.0 
Nominal Retail Sales -3.1 2.3 2.6 2.8 
Res. Permits Units 16.2 6.4 -29.6 10.1 
Ontario 
Unemployment rate* 9.2 8.9 8.7 7.9 8.0 8.0 
Employment (LFS) 1.4 i 0.6 1.5 -0.3 -0.3 
Labour Income 23 1.6 1.4 23 
Nominal Retail Sales -2.8 265 4.4 2.4 
Res. Permits Units -8.7 -21.8 38.9 34.6 
British Columbia 
Unemployment rate* 14.6 14.9 14.8 14.5 14.0 13.6 
Employment (LFS) 1.0 0.7 0.4 -0.4 1.3 0.5 
Labour Income 0.7 2.0 0.7 0.7 
Nominal Retail Sales -1.5 0.1 2.9 Be 
Res. Permits Units -1.1 -1.3 2126 i tea 


* Level 


TABLE 7 


Household Situation by Region 


Percentage change from 
previous quarter 


Percentage change 


Effective base rates in major wage settlements in 
the second quarter were almost unchanged (3.5%) 
from the 3.2% recorded in the first quarter of 1985. As 
shown in Chart 9, wage increases (without COLA) 
remained at their lowest levels since the records began 
in 1967. The second-quarter rates signalled little 
change from the modest wage gains in 1984: the 
overall average rise in the first half of 1985 was 3.4%, 
compared with 3.5% in the same period a year earlier 
and 3.6% in 1984 as a whole. A large number of the 
222,900 employees who signed agreements in the 
second quarter were in community, business and 
personal services (83,500); on average, their contracts 
provided for wage increases of 3.3%, compared with 
3.7% in the first quarter. The increases negotiated in 
construction (1.6%) remained lower than those in any 
other industry. There was a slight decline in wage 
increases in manufacturing from 4.5% to 4.1%, which 
was counterbalanced by an upswing in wage 
settlements in other private sector industries during 
this period of average bargaining activity. 
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Figure 9 


Wage Increase Without COLA, Annual Rate 


1971 1975 


1979 


1983 
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Investment 


Business investment in plant and equipment recorded a 
substantial gain in the second quarter of 1985, rising 
four per cent in volume after a revised 1.6% increase in 
the first quarter. Together with an upward revision in 
the mid-year estimates of business spending intentions, 
these are the first indications of a cyclical upturn in 
business investment. If the mid-year survey of business 
investment intentions for 1985 are realized, investment 
would add 0.5 percentage points to aggregate demand 
in each of the third and fourth quarters of 1985. The 
strength of construction outlays, relative to machinery 
and equipment, in the initial upturn ts a reversal of the 
pattern typically seen at cyclical turning points in 
investment. 


Following a revised increase of 1.6% in the first 
quarter of 1985, the volume of business investment in 
plant and equipment rose by 4.0% in the second 
quarter. Investment spending in the recovery had 
been virtually flat - up a cumulative 2% in the 
previous five quarters - until the upturn in the first 
half of 1985. About three-quarters of the upturn 
originated in non-residential construction (+ 8.0%). 
Spending on machinery and equipment improved 
more slowly (+ 0.7%), as increased motor vehicle sales 
were offset by lower demand for industrial machinery 
and telecommunications equipment. 


Figure 10 
Business Investment in Constant Dollars 


1980 1962 


The upturn in business investment is consistent with 
the upward revision to the mid-year forecast of the 
1985 Survey of Public and Private Investment (PPI) 
Intentions. The forecast survey conducted in January 
and February 1985 called for an increase in nominal 
business investment in plant and equipment of 8.5%; 


1984 


the mid-year forecast conducted in May and June 1985 
called for a gain of 11.7%. All of the $1,726 million 
increase in investment intentions occurred in 
forecasted outlays for non-residential construction, as 
expenditures budgeted for machinery and equipment 
were down slightly (see Table 8). 


15 


TABLE 8 
Capital Expenditures in Canada 1985 
(Millions of dollars) 
1985 Revised 
Intentions relative to: 
Original 1985 1984 Preliminary 
Intentions Actual 
Per cent Per cent 
Difference difference Difference difference 
Agriculture and Fishing -98.1 -2.3 -68.5 -1.6 
Forestry -14.1 -6.5 -0.8 -0.4 
Mining, quarrying and oil wells 268.2 2.4 1,664.0 Lhd 
Construction industry 62.2 4.8 90.6 an 
Manufacturing 74.8 0.6 2,447.8 26.9 
Utilities 3 BAS) 23 -325.6 -2.2 
Trade 39.0 aff -40.9 -1.7 
Finance, insurance and real estate 705.0 15.9 1,189.6 30.1 
Commercial services 316.7 6.8 907.6 18.0 
Total Business 1,726.0 3.2 5,863.8 11.7 


The sectoral distribution of revisions to investment 
plans broadly follows the sectoral performance of 
demand in the first half of 1985. The largest upward 
revisions to investment occurred in the relatively fast- 
growing service-producing sector, notably commercial 
services (+$377 million) and financial industries 
(+$705 million). The sluggish growth of goods- 
production in the first half of 1985 was reflected in 
little change in investment intentions in the manufac- 
turing, construction, mining, forestry, and agriculture 
industries. The major exception occurred in the 
conventional oil and gas drilling industry, where 
outlays were revised up by $1.4 billion. This upward 
revision followed the deregulation of crude oil prices 
and tax changes following the Western and Atlantic 
Accords on energy policy, announced before the federal 
budget was presented in May. The large gain of $2.0 
billion in the revised estimates for "upstream" 


investment in 1985 by conventional oil and gas is not 
matched by total investment in energy-related 
industries, which is projected to rise by $850 million. 
This smaller increase reflects cutbacks in spending on 
development of non-conventional oil sources, weak 
demand for refined petroleum, and lower investment 
for coal mines. 


In order for the mid-year PPI intentions to be realized, 
Table 9 below shows the average quarterly gain 
necessary in the second half of 1985. About 6% of 
nominal growth for non-residential construction was 
calculated for the third and fourth quarters, while 
slightly more than 3% was indicated for machinery 
and equipment. If prices continue to rise at the same 
average rate (about 1%) as in the first two quarters of 
1985, the resulting gain in real investment would be 
equivalent to about 0.5% of real GNP. 


TABLE 9 


Per cent Change 1985 PPI Mid-year and 
National Accounts Estimates in Current Dollars 


1985 Ql Q2 Q3 Q4 

Business Plant and Equipment 11.5 2.7 5.0 4.7 4.7 
Construction 14.0 1.5 9.0 6.2 6.2 
Machinery and Equipment 9:3 3 fh 7 oe 5 


The larger second quarter increase in non-residential 
construction investment, relative to machinery and 
equipment, should continue in the second half of 1985. 
This feature of the current recovery of investment 
leads to a number of observations. First, with the 
exception of 1955, the initial upturn in investment in 
the post-war period has never been led by construction 
(see Table 10). In the 1981-1982 downturn, for 
example, business firms began to cut spending for 
machinery and equipment one quarter after the 
downturn began, but did not slow outlays for 
construction projects until mid-1982. Second, import 


leakages for machinery and equipment (on the order of 
50%) are much higher than those for construction. As 
a result, the multiplier effect of higher construction 
outlays on domestic spending is relatively higher. 
Consequently, the pick-up in investment has been 
accompanied by a widespread gain in new orders 
received by manufacturing industries oriented to 
investment demand in 1985. These industries, 
notably electrical products, non-metallic minerals, 
and metal fabricating, are virtually the only 
manufacturing industries to register steady growth in 
new orders in the first six months of 1985. 


TABLE 10 


Initial Year of Upturn 
in Real Business Investment: Outlays for 
Construction and Machinery and Equipment 


Per cent change 


Years of in total 
upturn investment 
1955 +5.4 
1962 +1.9 
1969 +4.3 
1973 +15.0 
1979 tl one 


Undistributed corporate profits, after allowing for tax 
liabilities and dividends, declined five per cent in 
nominal terms from the peak attained in the third 
quarter of 1984 to the second quarter of 1985. The 
drop in profitability, however, occurred at a time of 
continued improvement in  ffinancial market 
conditions for firms. In particular, firms repaid short- 
term debt (-$1.4 billion), at the same time raising the 
volume of new equity and long-term bond debt. 


Per cent change 
Machinery 


Per cent change 
Non-residential 


construction and equipment 
+8, 2 +2.6 
-2.1 +6.9 
-0.6 +94 
9.2 + 20.0 
+13.4 gird wnt! 


According to the preliminary data on financial flows, 
new equity issues by non-financial private firms rose 
from $2.3 billion in the first quarter to $2.5 billion in 
the second, while bond issues accelerated from $200 
million to $750 million. The increase in new equity 
issues followed the jump in stock market prices to 1985 
record levels, while rates on long-term bonds by the 
end of the second quarter were the lowest since 1979. 


Prices 


Inflation in the domestic sector remained moderate in 
the second quarter, as higher construction prices were 
counterbalanced by lower prices for a number of 
consumer goods. Combined with a downturn in the 
terms of trade, the overall GNE deflator slowed in the 
quarter. A quarterly upturn in import prices largely 
resulted from a surge in crude oil imports. This 
appears to have subsided early in the third quarter. 
Partial data available for the third quarter indicate 
that domestic inflation remained about the same as in 
the second quarter. 


The implicit price index for personal expenditure 
eased from 1.3% growth in the first quarter to 1.0% in 
the second. All of the slowdown occurred in the goods 
component, where 18 of the 55 commodity 
classifications recorded lower prices in the quarter. 
These reductions followed a large build-up (+$1.2 
billion at annual rates) in the volume of retail stocks 
in the first quarter. Retailers reduced stocks by $120 
million in the second quarter. 


Prices of investment goods rose at a relatively rapid 
clip for the second consecutive quarter at a time of 
firming demand. The implicit price index for fixed 
investment rose by 1.1% and 0.9% in the first two 
quarters, compared to average quarterly gains of 0.3% 
in 1983 and 0.6% in 1984. Most of the upturn occurred 
in the construction sector. Rising demand allowed 
construction firms to pass on higher costs for labour 
and materials, and still increase base profits by 8% in 
the second quarter. 


The terms of trade - that is the ratio of current- 
weighted export prices to import prices - slipped from 
100.4 to 98.5 in the second quarter, returning to a level 
similar to that of the fourth quarter of 1984. The 
Paasche index for imports jumped by 3.2%, as there 
was a substantial increase in the importance of crude 
oil imports in the quarter. In contrast, the Laspeyres 
index for import prices rose by only 0.5% in the second 
quarter. Crude oil imports jumped by nearly $2.7 
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billion at annual rates in the second quarter, just prior 
to the expiry of the federal government subsidy 
program for oil imports. A $5 billion drop at annual 
rates in crude oil imports in July suggests that the 
inflationary impact of these imports will be reversed 
in the third quarter. 


The growth of the monthly indices of domestic 
inflation remained moderate entering the third 
quarter. The unadjusted Consumer Price Index rose 
by 0.3% in July, slightly below the average increase of 
0.4% over the previous three months. Energy prices 
fell by 1.1% after declining slightly in the second 
quarter, to partly offset a 0.6% increase in food prices. 
The upward pressure on tobacco and alcohol prices - up 
4.4% in the second quarter - stemming from tax 
increases contained in the spring round of federal and 
provincial budgets began to ease in July (+0.4%). In 
total, prices of goods were unchanged in the month, 
while prices of services rose by 0.5%. 


The firming of construction demand in the first half of 
1985 has been accompanied by an upturn in new 
housing prices and prices for construction materials. 
The new housing price index rose 0.3% in July, 
following the 0.4% and 0.3% increases of the first two 
quarters. In the last half of 1984, new housing prices 
registered consecutive quarterly declines of 0.4%. At 
the manufacturing level, prices in construction- 
related industries in July continued to rise relative to 
other goods. Price increases in investment industries 
averaged slightly over 1%, including prices for 
electrical products, non-metallic minerals, machinery, 
and metal fabrication). 


The rate of increase for the overall ISPI (+0.2%) was 
restrained by lower prices in export markets for wood, 
paper, and refined metal products, and continued soft 
prices for refined petroleum products. The Paasche 
merchandise export price index declined for the fourth 
consecutive month in July (-0.3%). 
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External Sector 


In the second quarter, Canada’s trade balance posted 
its second straight decline, reaching the lowest level in 
the past five quarters, owing to a larger increase in 
imports than in exports. The trade balance with 
overseas nations had begun to slump early in the year. 
This was reinforced at the end of the second quarter by 
declining exports to the United States, where economic 
growth has slowed considerably in the past year. The 
motor vehicle sector ceased to be the mainstay of 
exports, as the trade balance for this commodity group 
turned negative in June and competition from Asian 
exports to the U.S. market increased. The quarterly 
increase in the value of exports was due to higher export 
prices. The volume of exports shrank and increases 
among commodity groups became less widespread. 
Imports posted much stronger growth than exports, but 
as in the case of exports, import volume decreased 
while prices increased. The weakness in import 
volumes was widespread across commodity groups. 


Canada’s balance of trade with a number of trading 
partners has been deteriorating since the beginning of 
the year (see Table 11). In January, a surplus was 
recorded with five out of six partners; in recent 
months, it has been limited to a single partner, the 
United States. Even in this case, the surplus declined 
by $69 million in May and $521 million in June. 
Exports to the United States fell in May and June, 
reversing the short-term trend for nominal exports in 
June (-2.6%). The motor vehicle industry ceased to 
lead the export sector, as exports dropped by $331 
million in the second quarter to hit the lowest level in 
four quarters. The quarterly surplus for this product 
was reduced to $384 million, the smallest since the 
second quarter of 1982. 


TABLE 11 


Canada’s Trade Balance with Major Partners* 


Month Total U.S. U.K. 
Jan 1442 1274 74 
Feb 1709 L511 100 
March 2261 2158 40 
April 2117 2256 11 
Mai 1626 2187 -63 
Juin 1001 1666 -89 


Other Other 
EEC! Japan OECD2 Other3 
-86 34 10 136 
-142 74 7 172 
-129 61 17 T¥3 
-157 -71 3 76 
-252 -132 -65 -49 
-317 0 -65 -195 


* Seasonally adjusted, on the balance of payments basis, in millions of dollars. 


1 Excluding the United Kingdom. 
2 Excluding the EEC, U.S. and Japan. 
3 Excluding the OECD and EEC. 
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Figure 11 


Canadian Trade Balance (BOP) 


Total 


United States 


1961 1982 


The trade balance for motor vehicle products went into 
the red in June (-$70 million) for the first time since 
January 1982 (see Table 12). Recently, the auto sector 
has faced increasing competition in the US market, as 
quarterly sales of North American cars edged down 
0.6% and production slipped by 1% in the second 


19863 1984 1985 


quarter, while foreign car sales posted a 3.2% gain. 
This weakness was reflected in manufacturing 
employment in Ontario, which fell by 16,900 between 
March and June and by 28,000 in the month of July 
alone. 
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TABLE 12 


Canadian Trade of Motor Vehicle Products* 


Growth Growth Trade 
Quarters Exports ratel Imports ratel balance 
1983 1 4736 30.4 4187 36.6 549 
2 5022 6.0 4242 us: 780 
3 5217 3.9 4649 9.6 569 
4 6476 24.1 5664 218 812 
1984 1 7575 17.0 6443 13 1132 
2 7184 587 6016 -6.6 1169 
3 7766 8.1 6777 124 989 
4 7732 -0.4 6599 -2.6 1133 
1985 1 8015 Ae 7615 15.4 401 
2 7685 -4.1 7300 -4.1 384 
Month 
1985 
March 2686 4.7 2432 ay Ay 254 
April 2572 -4.2 2369 -2.6 204 
May 2588 0.6 2337 -1.3 251 
June 2525 -2.4 2595 11.0 -70 


* Seasonally adjusted, on the balance of payments basis, in millions of dollars. 


1 Growth rate from previous quarter, or month. 


Higher prices (+ 2.9%)! were partly responsible for the 
$118 million rise in the nominal value of exports in 
the second quarter, as volume? shrank (-1.7%). 
Only 27 out of 61 commodities posted increases in 
value during the quarter, compared with 34 and 29 in 
the two preceding quarters. The rise in prices was 
primarily due to crude materials (+6.5%), especially 
crude petroleum (+ 12.1%) and zinc ore (+ 8.2%). The 
quarterly upswing in value was led by energy products 
($421 million), notably crude petroleum (+$518 
million) and petroleum and coal products (+$209 
million), lumber (+$112 million), passenger cars 
(+$137 million), some types of transportation 
equipment? (+$85 million), and aircraft (+$83 
million). 


1 Derived from the Laspeyres price index. 
2 Derived from the Laspeyres volume index. 
3 Excluding automobiles, trucks and airplanes. 


Imports jumped by $785 million, or 3.2%, in the 
second quarter. As with exports, the increase was 
partly due to higher prices (+0.5%) and was not 
widespread among commodity groups. Only 32 out of 
60 commodity groups posted increases. Imports were 
up in crude petroleum (+$545 million), coal (+ $53 
million), ores (+$65 million), petroleum and coal 
products (+$120 million), organic chemicals (+ $54 
million), trucks (+$102 million) and _ industrial 
investment goods (+$166 million). Among those 
sectors posting declines, the motor vehicle sector 
(excluding trucks) suffered a $315 million drop and 
accounted for the bulk of the decrease in end products 
(-$137 million). Consumer end products (+ $3 million) 
stagnated at a level lower than they had in the second 
and third quarters of 1984. Imports of investment 
goods posted a slight increase but remained well below 
the peaks recorded in 1981. 


Financial Markets 


Borrowings by non-financial sectors through 
conventional market instruments were down relative to 
the first quarter of 1985, totalling $16 billion, or 14.4%, 
of the value of goods and services produced during the 
quarter (see the distribution of borrowings in Chart 
12). Interest rates declined sharply throughout the 
quarter; the bank rate dropped 161 basis points to close 
the quarter at 9.57%. Other short- and long-term rates 
also fell by an average of over 100 basis points. 


Borrowings by non-financial private corporations 
showed the largest decrease during the quarter. They 
accounted for 39% of all funds raised in the first 
quarter with borrowings of $8.3 billion, but only 13% 
-- $2.1 billion -- in the second quarter, the same 
percentage as in the second quarter of 1984. The 
financial activities of these corporations were of 
particular interest for two reasons: issues of short- 
term paper and bank loans shrank by $1.9 billion; and 
long-term loans increased by $3.5 billion. With regard 
to long-term instruments, the expansion of bond 
financing ($750 million) and the rise in share issues 
($2.5 billion) were mirrored in investment in plant 
and equipment and a further restructuring of balance 
sheets. 


Unlike non-financial private corporations, the 
household sector (persons and _ unincorporated 
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business) increased its borrowing by $5.1 billion, up 
from the $2.6 billion recorded in the first quarter. This 
increase is similar, however, to that which occurred in 
the second quarter of 1984. Consumer credit expanded 
vigorously, in line with the upswing in expenditures 
on durable goods during the quarter. Net new 
mortgage loans totalled $3.4 billion, matching the 
trend set in recent years, as shown by the second- 
quarter figures. Half the borrowed funds were used to 
finance the purchase of existing houses and half for 
new houses. Non-consumer bank loans edged down by 
$0.4 billion, primarily as a result of the repayment of 
loans used to buy Canada Savings Bonds. 


General government borrowings amounted to $9.3 
billion, up from $8.7 billion in the first quarter of 1985 
and $8.1 billion in the second quarter of 1984. This 
accounts for the deficit’s rise to $11.8 billion, of which 
the federal deficit makes up $9.2 billion, or 8.3% of 
gross national expenditure. The federal government 
raised $4.1 billion through Treasury bill issues and 
$4.8 billion in marketable bond issues, while 
redemptions of Canada Savings Bonds totalled $1.3 
billion. The federal government also repaid $750 
million (U.S.) on its line of credit with foreign banks, 
which it uses to boost its foreign exchanges reserves. 
A further $100 million (U.S.) was borrowed from 
Canadian banks for the same purpose. 
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Figure 12 


Borrowings by Canadian Non-Financial Sectors 


First Quarter of 1985 


First Quarter of 1984 


A General Government and B Non-Financial private 
Government Enterprises corporations 


Second Quarter of 1985 


Second Quarter of 1984 


C Persons and unincorporated 
business . 


International Economies 


Following a weak first quarter in most of Europe, and a 
drop in the trade-weighted value of the U.S. dollar of 
about 13% this year, monetary policy was eased in a 
number of European nations, including Germany, 
Britain, France, and Sweden. Most European nations 
continued to improve their trade surpluses, despite a 
slackening of U.S. demand, due to lower imports. The 
drop in European demand for imports has had a large 
impact on demand for primary commodities on world 
markets, as Europe accounts for half of total import 
demand for such goods. At the same time, commodity 
prices also have been restrained by rising output of a 
number of commodities supplied by developing nations 
with large debt-servicing requirements. 


The economy of West Germany rebounded from a 
lacklustre performance in the first quarter, when real 
GNP declined by 0.8%. Industrial output rose 2.9% in 
the second quarter, after a 1.0% decline in the first 
quarter. The current account surplus rose to a record 
3.33 billion deutschemarks in the second quarter, 
although this reflected weak import demand (-2.7%) 
more than strengthening exports (+ 0.9%). (A 13.4% 
gain in exports in 1984 had powered much of the 
recovery.) The shift in the sources of growth was 
evident in new orders for West German industry: over 
the May-June period, domestic orders rose by 1.5% in 
volume but export orders fell by the same amount. 
The gain in industrial output was not sufficient to 
reduce unemployment, which edged up to 9.4% of the 
labour force in the second quarter. Inflation continued 
to subside, as the CPI slowed to +0.6% in the second 
quarter before declining 0.2% in July and 0.3% in 
August. 


The combination of a buoyant current account 
balance, a low inflation rate, and a dip in the high 
value of the U.S. dollar contributed to an easing of 
monetary policy in August. Having remained stable 
at 7.8% since 1983, the prime lending rate fell to 7.3% 
in August. Dr. Helmut Schlesinger, vice-president of 
the Bundesbank, said that the lower U.S. dollar 
allowed the Bundesbank to reduce interest rates in 
line with other European countries. Dr. Schlesinger 
added that he did not expect the declining value of the 
U.S. dollar to result in a setback for West German 
exports. He cited the favourable trend in costs and 
prices of German industry, and added that most 
exporters realised that the strong growth of the U.S. 
economy and the high dollar were not "reliable props" 
for West German business in the United States. 
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There were two major evaluations of the West 
Germany economy at mid-year, one by the OECD 
secretariat and the other by the Munich-based IFO 
institute. The OECD analysis predicted that steady, 
slow growth would raise GNP by 2.5% in 1985, but 
unemployment would remain stubbornly high. The 
Bonn government was firmly advised against 
"complacency" by the OECD, which expressed concern 
that the recovery has been too dependent on exports 
and that structural changes (including fewer 
government subsidies and more privatisation) have 
been delayed. The OECD also noted that personal 
expenditure remained weak following tax increases, 
and that the two-stage income tax cut - planned for 
1986 and 1988 - will only counterbalance the increase 
in taxes since 1982. 


The Munich-based IFO institute, one of Germany’s 
five major economic institutes, warned that the 
current recovery is showing signs of being fragile. The 
IFO said the recovery has lagged behind the pace of 
previous upturns because of continued sluggish 
construction activity. The IFO called for an easing of 
monetary policy, and described as "half-hearted" the 
plan to introduce lower taxes in two steps instead of 
one (FT 16-17-31/7; 6/8). 


Real GNP in France rebounded by 0.6% in the second 
quarter, following declines of 0.1% and 0.5% in the 
previous two quarters. The sluggish growth of the 
economy recently is consistent with the projection by 
INSEE, the French statistical agency, of 0.8% growth 
for 1985 as a whole. France is the only major 
industrialised nation in which real GNP has not 
declined since 1980, but slow growth has persisted 
since 1983, despite the recovery elsewhere. The slow 
growth also was evident in the unemployment rate, 
which was unchanged at 10.3% in June, and in retail 
prices, which grew 0.4% in July, the same rate as in 
June. The prime lending rate eased to 10.9% in the 
summer, down from 11.5% at the turn of the year. 


The current account balance improved appreciably in 
the second quarter, largely as a result of lower energy 
imports. The total balance swung from a FFr 7.8 
million deficit in the first quarter to a FFr 5.1 million 
surplus in the second quarter, as a small dip in 
merchandise imports (-1.0%) accompanied a 2.3% gain 
in exports. The deficit in trade in energy goods 
deteriorated steadily throughout the second quarter, 
from FFr 19.3 billion to FFr 13.2 billion, while oil 
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prices continued to soften in the second quarter and on 
into July. The traditional surpluses in trade in 
agricultural and manufactured goods were little 
changed at FFr 2.3 billion and FFr 8.1 billion. 


The number of unemployed in France decreased 
slightly in the second quarter, following nearly three 
years of uninterrupted increases. The decline appears 
to reflect the success of government job programs 
aimed at young people. Unemployment in France is 
unusually concentrated amongst youths - 45% are 
under 25 years of age - compared to other European 
nations such as Germany (27%). 


The government announced its public spending plans 
in the 1986 budget. The plans call for an increase of 
3.9%: excluding a 12% increase in interest payments 
and 4% inflation, this represents a 1% cut in real 
spending. The largest cutback is in capital grants to 
state companies, but at the same time, the government 
is introducing fiscal incentives to encourage industrial 
investment, such as tax deductions for firms which 
reinvest their profits (FT 24/7; LeM 31/7). The 
revenue projections will be released later, although 
the Treasury already has announced a 3% income tax 
cut totalling FFr 6 billion. 


The value of the Italian lira fell substantially in July. 
In contrast to most currencies, the lira sank in value 
against the U.S. dollar, tumbling by 20% in one day 
(July 19). Subsequently, the lira was effectively 
devalued by 8% in the European Monetary System’s 
grid of exchange rates and austerity measures 
designed to reduce the public sector budget deficit 
were introduced. The trade deficit in Italy rose to a 
record $8 billion (U.S.) in the first five months of the 
year, as rising domestic demand fuelled the growth of 
imports. The OECD forecasts that real GDP will rise 
2.3% in 1985 (FT 22/7; Ecst 27/7). 


In Sweden, the sharp hike in interest rates made in 
mid-May has stopped the outflow of capital. The 
Riksbank, the central bank, began to ease interest 
rates in late July, following ten consecutive weeks of 
positive inflows of capital into Sweden and the 
stabilization of the foreign exchange rate (FT 25/7). 


The slowdown of growth in the United States - 26% of 
U.S. imports are supplied by developing countries - 
and the slump in international commodity prices has 
aggravated the debt-servicing problems _ of 
developing countries. The economic summit of the 
Organisation for African Unity (OAU) revealed that 
the 50 member nations are paying more than $20 
billion (U.S.) a year to service a total debt in excess of 
$170 billion. This is equivalent to 25% of total export 
revenues. In Latin America, Peru was the first nation 
to directly link debt repayment to its ability to pay: 
debt service payments will be limited to 10% of export 
receipts. Mexico and Argentina rescheduled $20 
billion and $14 billion respectively in the summer, 
while Brazil continued negotiations with the 
International Monetary Fund on debt rescheduling. 
Despite this progress, data from the Bank for 
International Settlements revealed a drop in 
commercial bank loans outstanding in developing 
countries in the first quarter, the first decline on 
record. In Mexico, for example, no new loans have 
been made by banks this year. With prices of Mexican 
oil exports having been cut three times this year, the 
need to conserve funds for public sector debt 
repayment has led to a severe tightening of credit to 
the domestic private sector, and in July the 
government doubled the reserve requirement for 
banks to 90% (Eest 13/7; FT 20/7, 30/8). 


The combination of a weak recovery in industrialised 
nations and stepped-up commodity production in 
developing countries which need export receipts to 
service debt has depressed commodity prices on 
international markets. To illustrate the importance of 
weak growth in Europe, which imports about half of 
all traded primary commodities, the IMF calculated 
that effective import demand for commodities was cut 
by 30% in 1983-1984, relative to previous upturns, due 
to sluggish growth in Europe (the United States 
produces more of its own primary commodities than 
European nations). However, Table 13 below 
illustrates the effect of debt-servicing requirements on 
the decision to boost copper production in Chile at a 
time of weakening prices. Near-record or peak 
production, despite soft prices, also is evident for 
commodities such as wheat, coffee, gold, and sugar (FT 
9/9). 


Canada 
Zambia 


Source: 


Non-communist World Copper Mine Output 


1981 


6.50 


1.08 
1.54 
0.69 
0.59 


World Metal Statistics, IMF. 


TABLE 13 


(Million tonnes) 


1982 


6.20 


1.24 
1.14 
0.61 
0.53 


1983 


6.30 


1.26 
1.04 
0.63 
0.58 
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United States Economy 


Real GNP in the United States grew by 0.4% in the 
second quarter, after recording a flat first quarter. The 
sources of growth remained in final domestic demand 
up 1.4% for a total of 4.1% in the past year. This was 
largely offset by lower stock accumulation and a further 
drop in real net exports. Inflation, as measured by the 
GNE deflator, subsided from a 5.4% annual rate of 
increase in the first quarter to 2.7%; the rate of increase 
of the fixed-weighted price index for GNE remained 
unchanged at 4.2%. 


The steady growth of final domestic demand in the 
second quarter reflected further gains in consumer 
and investment demand. Personal expenditure 
growth, led by higher spending on durable goods, was 
unchanged at 1.4%. The steady growth of consumer 
outlays over the first two quarters of 1985 contrasts 
with the large quarterly fluctuations in personal 
disposable income. Disposable income jumped by 2% 
in the second quarter as income tax refunds were 
processed; an unusual delay in processing had reduced 
disposable incomes slightly in the first quarter. Lower 
interest rates and prices for durable goods during the 
quarter accompanied a gain of almost 2% in outlays for 
durable goods. Business investment turned up by 
nearly 3% in the second quarter, after a pause in 
growth last quarter. Housing construction continued 
to grow by slightly over 1%. Despite the steady growth 
of consumer and investment demand over the first half 
of 1985, orders received by domestic manufacturers of 
consumer and investment goods declined in the 
filtered indicator versions of the leading indicators in 
June. This coincides with increased import 
penetration in the manufacturing sector. 
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Glossary 


Diffusion index: a diffusion index is a measure, 


End point 
seasonal 
adjustment: 


External trade 
Balance-of- 
payments basis: 


Customs basis: 


Net exports: 


Terms of trade: 


Filtered, 
filtering: 


taken across a group of time series, 
that indicates the uniformity of 
movement exhibited by the group. 
More precisely, for any given 
period the diffusion index is equal 
to the percentage of series in the 
group that are expanding during 
that period. The diffusion index 
thus indicates the dispersion or 
diffuseness of a given change in 
the aggregate. Since business 
cycle changes generally affect 
many economy processes diffusion 
indexes are useful in determining 
whether a change is due to cyclical 
forces. 


this procedure uses the data for the 
current period in estimating the 
seasonal factor for that period. In 
contrast the projected factor 
procedure calculates the seasonal 
factor for the current period by 
extrapolating past data. The end 
point procedure therefore allows 
changing seasonal patterns to be 
recognized sooner than _ the 
projected factor procedure. 


data which reflect a number of 
adjustments applied to the customs 
totals to make them consistent 
with the concepts and definitions 
used in the system of national 
accounts. 


totals of detailed merchandise 
trade data tabulated directly from 
customs documents. 


exports less imports. 


the ratio of merchandise export 
prices to merchandise import 
prices. This ratio can be calculated 
monthly on a customs basis from 
External Trade data, or quarterly 
on a balance of payments basis 
from GNP data. 


in general the term filtering refers 
to removing, or filtering out, move- 
ments of the data that repeat 


Final demand: 


Final domestic 
demand: 


Inventories 
By stage of 
processing: 


Labour market 
Additional 
worker effect: 
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themselves with roughly the same 
frequency. In the context used 
here we refer to removing the high 
frequency, or irregular move- 
ments, so that one can better judge 
whether the current movement 
represents a change in the trend- 
cycle. Unfortunately all such 
filtering entails a loss of timeliness 
in signalling cyclical changes. We 
have attempted to minimize this 
loss in timeliness by filtering with 
minimum phase shift filters. 


final domestic demand plus 
exports. It can also be computed as 
GNP excluding inventory changes. 


the sum of personal expenditure on 
goods and services, government 
current expenditure, and gross 
fixed capital formation by 
Canadians. Final domestic de- 
mand can also be viewed as GNP 
plus imports less exports and the 
change in inventories; that is, it is 
a measure of final demand by 
Canadians irrespective of whether 
the demand was met by domestic 
output, imports or a change in 
inventories. 


within a given industry invento- 
ries may be classified depending on 
whether processing of the goods, 
from that industry’s point of view, 
is complete, is still underway, or 
has not yet begun. Inventories 
held at these various stages of 
processing are referred to as 
finished goods, goods in process, 
and raw materials respectively. 
Note that in this context the term 
raw materials does not necessarily 
refer to raw or primary commod- 
ities such as wheat, iron ore, etc. It 
simply refers to materials that are 
inputs to the industry in question. 


refers to the hypothesis that as the 
unemployment rate rises, the main 
income earner in the family unit 
may become unemployed, inducing 
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Discouraged 
worker effect: 


Employed: 


Employment, 
Payrolls and 


Hours Survey: 


Employment/ 
Population 
Ratio: 


Labour force: 


related members of the unit who 
were previously not participating 
in the labour force to seek 
employment. This is also referred 
to as the ‘secondary worker effect’. 


refers to the hypothesis that as the 
unemployment rate increases, 
some persons actively seeking 
employment may become 
‘discouraged’ as their job search 
period is extended, and drop out of 
the labour force. 


persons who, during the reference 
period for the Labour Force 
Survey: 

(a) did any work at all, for pay or 
profit in the context of an 
employer-employee _ relation- 
ship, or were self-employed. It 
includes unpaid family work 
which is defined as_ work 
contributing directly to the 
operation of a family farm, 
business, or professional prac- 
tice owned or operated by a 
related member’ of _ the 
household; 

had a job but were not at work 
due to own illness or disability, 
personal or family responsibili- 
ties, bad weather, labour 
dispute or other reasons 
(excluding persons on lay-off 
and those with a job to start at 
a future date). 


(b 


— 


a monthly mail survey of most 
non-agricultural employers  col- 
lecting payroll information on the 
last week or pay period in the 
reference month, including figures 
on average hours, earnings, and 
employment. 


represents employment as a _ per- 
centage of the population 15 years 
of age and over. 


persons in the labour force are 
those members of the population 
15 years of age and over who, in 
the reference period were either 
employed or unemployed. 


Labour Force 
Survey: 


Paid worker: 


Participation rate: 


Unemployed: 


Monetary base: 


is a monthly household survey 
which measures the status of the 
members of the household with 
respect to the labour market, in 
the reference period. Inmates of 
institutions, members of Indian 
Reserves, and full-time members 
of the Canadian Armed Forces are 
excluded because they are 
considered to exist outside the 
labour market. 


a person who during the reference 
period did work for pay or profit. 
Paid workers do not include 
persons who did unpaid work 
which contributed directly to the 
operation of a family farm, 
business, or professional practice 
owned and operated by a related 
member of the household. 


represents the labour force as a 
percentage of the population 15 
years of age and over. The 
participation rate for a particular 
group is the percentage of that 
group participating in the labour 
force. 


those who during the reference 
period: 

(a) were without work, and had 
actively looked for work in the past 
four weeks (ending with the 


reference week) and were 
available for work, 
or 


(b) had not actively looked for 
work in the past four weeks but 
had been on layoff (with the 
expectation of returning to work) 
and were available for work, 

or 

(c) had not actively looked for 
work in the past four weeks but 
had a new job to start in four weeks 
or less from the reference week, 
and were available for work. 


the sum of notes in circulation, 
coins outside banks, and chartered 
bank deposits with the Bank of 
Canada. Also referred to as the 
high-powered money supply. 


Prices 


Commodity prices: daily cash (spot) prices of individ- 


Consumer prices: 


Implicit prices: 


Industry prices: 


ual commodities: Commodity 
prices generally refer to spot prices 
of crude materials. 


retail prices, inclusive of all sales, 
excise and other taxes applicable 
to individual commodities. In 
effect, the prices which would be 
paid by final purchasers in a store 
or outlet. The Consumer Price 
Index is designed to measure the 
change through time in the cost of 
a constant "basket" of goods and 
services, representing the pur- 
chases made by a particular 
population group in a specified 
time period. Because the basket 
contains a set of goods and services 
of unchanging or comparable 
quantity and quality changes in 
the cost of the basket are strictly 
due to price movements. 


prices which are the by-product of 
a deflation process. They reflect 
not only changes in prices but also 
changes in the pattern of expendi- 
ture or production in the group to 
which they refer. 


prices charged for new orders in 
manufacturing excluding dis- 
counts, allowances, rebates, sales 
and excise taxes, for the reference 
period. The pricing point is the 
first stage of selling after produc- 
tion. The Industry Selling Price 
Index is a set of base weighted 
price indices designed to measure 
movement in prices of products 
sold by Canadian Establishments 
classified to the manufacturing 
sector by the 1970 Standard 
Industrial Classification. 


Laspeyres price 
index: 


Paasche price 
index: 


Valuation 
Constant dollar: 


Current dollar: 


Nominal: 


Real: 
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the weights used in calculating an 
aggregate Laspeyres price index 
are fixed weights calculated for a 
base period. Thus changes in a 
price index of this type are strictly 
due to price movements. 


the weights used in calculating an 
aggregate Paasche price index are 
current period weights. Changes 
in a price index of this type reflect 
both changes in price and 
importance of the components. 


represents the value of expendi- 
ture or production measured in 
terms of some fixed base period’s 
prices. (Changes in constant dollar 
expenditure or production can only 
be brought about by changes in the 
physical quantities of goods 
purchased or produced). 


represents the value of expendi- 
ture or production measured at 
current price levels. A change in 
current dollar expenditure or 
production can be brought about 
by changes in the quantity of goods 
bought or produced or by changes 
in the level of prices of those goods. 


represents the value of expendi- 
ture or production measured at 
current price levels. ‘Nominal’ 
value is synonymous with ‘current 
dollar’ value. 


‘real’ value is synonymous with 
‘constant dollar’ value. 
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Summary of Business Cycle Peaks and Troughs in Canada 1950-1982 


Monthly reference dates 


Recessions Expansions 
June 1951 to December 1951 
June 1953 to June 1954 
February 1957 to January 1958 
April 1960 to January 1961 
June 1974 to March 1975 
November 1979 to June 1980 
July 1981 to December 1982 


January 1952 to May 1953 
July 1954 to January 1957 
February 1958 to March 1960 
February 1961 to May 1974 
April 1975 to October 1979 
July 1980 to June 1981 
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Data in Many Forms... 


Statistics Canada disseminates data in a variety of 
forms. In addition to publications, both standard and 
special tabulations are offered on computer print-outs, 
microfiche and microfilm, and magnetic tapes. Maps 
and other geographic reference materials are avail- 
able for some types of data. Direct access to aggregated 
information is possible through CANSIM, Statistics 
Canada’s machine-readable data base and retrieval 
system. 


How to Obtain More Information 


Inquiries about this publication and related statistics 
or services should be directed to: 


Econometric Analysis Division, 

National Accounts and Analytical Services, 

Statistics Canada, Ottawa, K1A 0T6 

(Telephone: 990-9161) or to the Statistics Canada 
reference centre in: 


St. John’s (772-4073) Sturgeon Falls (753-4888) 
Halifax (426-5331) Winnipeg (949-4020) 
Montreal (283-5725) Regina (359-5405) 
Ottawa (990-8116) Edmonton (420-3027) 
Toronto (973-6586) Vancouver (663-3691) 


Toll-free access is provided in all provinces and 
territories, for users who reside outside the local 
dialing area of any of the regional references centres. 


Newfoundland and Labrador . Zenith 0-7037 
Nova Scotia, New Brunswick 
- and Prince Edward Island 1-800-565-7192 
Quebec 1-800-361-2831 
Ontario 1-800-268-1151 
Manitoba 1-800-282-8006 
Saskatchewan 1(112)800-667-3524 
Alberta 1-800-222-6400 
British Columbia (South and Central) 112-800-663-1551 
Yukon and Northern B.C. (area served 

by NorthwesTel Inc.) Zenith 0-8913 
Northwest Territories (area served by 

NorthwesTel Inc. Zenith 2-2015 


How to Order Publications 


This and other Statistics Canada publications may be 
purchased by using the attached order form, from local 
authorized agents and other community bookstores, 
through the local Statistics Canada offices, or by mail 
order to Publication Sales and Services, Statistics 
Canada, Ottawa, K1A OT6. 

1(613)993-7276 


Toronto 
Credit Card only (973-8018) 


Statistics Canada 
Econometric Analysis Division 
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Preface 


The purpose of the Quarterly Economic Summary 
is to provide a quarterly description of macro-economic 
conditions and thereby to extend the availability of 
information on the macro-economy provided by the 
System of National Accounts. 


The publication provides a more detailed analysis 
than is available in the monthly Current Economic 
Indicators. In particular, the sectoral analysis of the 
data provides relevant information on industrial and 
regional developments. Tables of the source data, as 
well as transformations useful for current economic 
analysis are available in the Quarterly Economic 
Summary: Statistical Supplement. 


Technical terms and concepts used in this publication 
that may be unfamiliar to some readers are briefly 
explained in the glossary. More extensive feature 
articles will appear in this publication from time to 
time explaining these technical terms and concepts in 
more detail. 
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NOTE 


CANSIM Note 


CANSIM; (Canadian Socio-Economic Information 
Management System) is Statistics Canada’s 
computerized data bank and its supporting software. 
Most of the data appearing in this publication, as well 
as many other data series are available from CANSIM 
via terminal, on computer printouts, or in machine 
readable form. Historical and more timely data not 
included in this publication are available from 
CANSIM. 


For further information write to CANSIM Division, 
Statistics Canada, Ottawa, K1A OT6 or call (613)990- 
8200 


+ Official Trade Mark of Statistics Canada. 


Summary 
(based on data available as of December 6, 1985) 


Growth of real GNP accelerated from 1.0 per cent to 
1.6 per cent in the third quarter. All of the upturn 
originated in higher domestic demand, notably for 
consumer goods and housing and non-farm business 
inventories. The increases were matched by sharply 
higher borrowing activity by these sectors; corporate 
profits and personal disposable incomes were little 
changed in the third quarter. The continued economic 
growth accompanied a slight easing of inflation and 
unemployment. Imports rose in response to higher 
domestic demand, but there was little change in 
exports. The resulting current account deficit was 
financed largely by increased bonds issued to non- 
residents. 


The 1.7 per cent gain in domestic output was 
spearheaded by industrial production and steady 
growth in services. The 2.7 per cent gain in industrial 
output was the largest since the third quarter last year 
(+3.1 per cent). Sharply higher auto production and 
gains in most consumer non-durable goods contributed 
the most to the increase, while output in resource- 
based industries slackened. All of the quarterly gain 
resulted from rapid growth in June and July (+ 3.3 per 
cent), as industrial output was little changed in 
August and September. Despite a widespread increase 
in manufacturing output in the quarter, new orders in 
September were below June levels in 11 of the 20 
major industry groups. Over the same period, the non- 
filtered diffusion index for RDP eased from 66 per cent 
to 52 per cent. 


The steady growth of real personal expenditure on 
goods and services continued with a 1.6 per cent gain 
in the third quarter. Durable goods led the increase, 
although there were notable contributions from semi- 
and non-durable goods and services. With labour 
income growth little changed in the quarter, and an 
increase in taxes, most of the increase in consumer 
demand was financed by personal savings. The drop 
in savings accompanied a more equal distribution of 
employment and income gains among the major 
regions of Canada, following a slow steady reduction 
in the unemployment rate. The Conference Board 
measure of consumer confidence rose 12 per cent, 
coinciding with a marked drop in the number of long- 
term unemployed and discouraged workers between 
January and October 1985. Housing demand 
continued to accelerate: it was up 15 per cent in the 
third quarter. Virtually all sectors of the housing 
market recorded gains. 


Business investment in plant and equipment rose by 
2.7 per cent in the third quarter. All of the increase 
originated in purchases of machinery and equipment, 
notably motor vehicles. Following an 8 per cent jump 
in the second quarter, outlays for non-residential 
construction flattened out in the third. The uneven 
recovery of non-residential activity is likely to 
continue, according to recent data on building permits 
and contract awards; after declining slightly in the 
third quarter, the filtered version of contract awards 
rose 3.3 per cent in October. The entire gain in the 
indicator is due to a $1.0 billion addition to an oil 
sands plant in Alberta. If this project is excluded, 
contract awards actually declined by 0.5 per cent in 
October. The slowdown in the issuance of non- 
residential building permits — virtually no change in 
August - was followed in September by the 
postponement of the construction of a $1 billion 
aluminum smelter in Quebec. 


The volume of non-farm business inventories rose by 
$2.3 billion in volume in the third quarter. This is the 
fifth consecutive quarter in which stocks have risen 
following a quarter of little change. (Over this period, 
stocks have behaved as follows: +$1.4 billion; -$0.2 
billion; +$1.1 billion; -$0.1 billion; +$2.3 billion.) 
The third quarter gain in stocks was evident in all 
major sectors of the economy, as was the case in the 
third quarter of 1984. In the October 1985 business 
conditions survey, the proportion of manufacturing 
firms that evaluated finished goods stocks as too high 
(21 per cent), about right (72 per cent), and too low (7 
per cent) was little changed from the July 1985 and 
October 1984 surveys. 


The nominal merchandise trade balance declined by 
$5.7 billion (at annual rates) in the third quarter. The 
gain in domestic demand was reflected in a 7 per cent 
increase in import volume, notably for motor vehicle 
products. Exports were little changed for the third 
straight quarter, as widespread weakness in food, 
crude and fabricated materials offset gains in auto 
shipments to the burgeoning U.S. car market. 


Led by the decline in the merchandise trade surplus, 
the total current account balance was in deficit in the 
third quarter. The net outflow of foreign direct 
investment was swollen to $2.1 billion by the domestic 
takeover of a large energy company. These outflows 
were financed largely by a substantial net increase — 
nearly $4 billion — in the sale of new bonds to non- 
residents. 


Total borrowing by the non-financial sector in Canada 
increased in the third quarter, rising to the equivalent 
of 20 per cent of GNP. The largest increases were in 
household and business demand for credit. Short-term 
interest rates edged-down in the quarter, while long 
term rates turned up slightly. 


Price inflation, as measured by the implicit price 
index for GNE, slowed to 0.4 per cent in the third 
quarter. Prices within final domestic demand 
recorded their smallest increase since the expansion 
began in 1983, while prices of traded goods declined in 
the quarter. Prices on international markets declined 
for a wide range of non-manufactured goods. Stable 
prices were increasingly evident in the manufacturing 
industry, as the filtered data showed that the 
proportion of these industries recording no price 
change in October reached a post-1973 high of 25 per 
cent in October. 


The slow rate of inflation was reflected in the 
performance of incomes during the third quarter. 
Lower profit margins were offset by an increased 
volume of sales, leaving total corporate profits 
unchanged. Unit labour costs decelerated in the 
quarter, as higher output-per-employee accompanied 
continued moderate gains in wage rates. Little change 
in the rate of wage increases is augured by the 3.8 per 
cent increase in average wage settlements accorded 
large bargaining units. 


The total government sector deficit, on a National 
Accounts basis, declined from $31.0 billion in the 
second quarter to $25.0 billion in the third (at annual 
rates). About two-thirds of the reduction occurred in 
the federal government component, where the effect of 
lower revenues (-2.3 per cent) was outweighed by 
cutbacks in spending (-5.1 per cent). The drop in 
revenues largely reflects the removal of most indirect 
taxes incorporated in the National Energy Program 
(NEP). Revenues will receive a boost on January 1, 
1986, when scheduled increases in personal direct 
income taxes and in the manufacturing sales tax take 
effect. Following the May budget, spending was 
sharply lower for subsidies (again, largely reflecting 
cutbacks in the NEP), as well as for current 
expenditure on goods and services. 


A strengthening of domestic demand and output in 
most major countries in the OECD is evident in the 
third quarter. Real GNP rose 1 per cent in the United 
States, largely as a result of exceptional gains in sales 
of consumer durables and federal government 
spending. The gradual upturn of growth in 1985 in 
major European nations continued as domestic 
demand began to strengthen. Weak international 
commodity prices, and a further easing of the U.S. 
dollar, encouraged a sharp reduction in the price of 
imported raw materials for most European nations, at 
a time when interest rates were lower. On the other 
hand, Japan moved to tighten credit in an attempt to 
boost the yen and to curb its burgeoning trade surplus, 
which continued to expand during the third quarter. 


Output 


Total industry product rose by 1.7 per cent in the third. 


quarter, as steady growth of about 1 per cent in services 
accompanied an upturn in industrial output early in 
the quarter. Fuelled by climbing household demand, 
widespread gains were recorded in industries oriented 
to consumers and housing. In particular, there was 
also a sharp gain in motor vehicle production, which 
contributed to increase stock accumulation in the 
quarter. A steady build-up of manufacturing finished 
goods inventories, accompanied by a softening in new 
orders, resulted in a flattening out of industrial output 
in August and September. This was reflected in a 
decline in the diffusion index for RDP during the third 
quarter. 


Total industrial output jumped by 2.7 per cent in the 
third quarter, the largest gain since the same quarter 
last year (+ 3.1 per cent). Weakness in resource-based 
industries was outweighed by a surge in automotive 


products, up + 11.6 per cent, as well as by steady gains 
in most non-durable goods oriented to consumer 
demand, notably clothing and related industries and 
food. Most of the gain resulted from strong growth in 
June and July (+3.3 per cent); output was little 
changed in August and September. Despite the 
widespread gain in quarterly manufacturing output, 
eleven of the twenty major industry groups recorded 
declines in new orders received during the last three 
months. At the same time, the volume of inventories 
of finished goods jumped by $0.5 billion. Total 
manufacturing stock accumulation was restrained by 
slightly lower holdings of raw materials. 
Nevertheless, the proportion of firms that rated 
finished good stocks too low in the October business 
conditions survey, remained at 7 per cent essentially 
unchanged from July. Table 1 compares the third 
quarter performance of manufacturing to the third 
quarter of 1984, when a similar gain —- also led by 
autos — was subsequently followed by two quarters of 
sluggish output growth. 


TABLE 1. Related Manufacturing Indicators, Quarterly Per cent Change in Volume 


Output 


Autos 


Shipments 


New orders 


Inventories! 
Finished goods! 


1 First Difference, Millions of Dollars 


Output in the primary sector -~ which includes 
agriculture, fishing and trapping, forestry, and 
mining — declined by 0.3 per cent in the third quarter, 
as the retrenchment that began in the first quarter of 
the year recorded a cumulative fall of 3.1 per cent. To 
date in 1985, the weakening trend of output in the 
primary sector has accompanied a steady decline in 
prices for most food and crude materials on 
international commodity markets. This weakness was 
also evident in most resource-based manufacturing 
industries, such as the paper and allied, primary 
metals, and petroleum industries. The major 


Third quarter Third quarter 
1984 1985 
+3.5 +3.3 
+13:2 +11.6 
+32 +4.6 
+1.1 +3.2 
+124 +209 
+45 +114 


exception was the quarterly gain in the output of wood 
and non-metallic minerals, which benefitted from the 
strength of new housing construction in North 
America. 


Output of Canada’s leading minerals in the first nine 
months of 1985, compared to the same period last year, 
reveals declines for nickel and potash but little change 
for copper, zinc, and iron ore. Output of precious 
metals (notably gold) and non-metallic minerals used 
in construction (notably cement) fared better, as seen 
in Table 2. 


TABLE 2. Production of Canada’s Leading Minerals 


January to 
September 1984 
Cement 6,349,013 
Copper Ore 523,198 
Iron Ore 28,405,981 
Nickel 119,757 
Potash 5,719,330 
Zinc Ore 907,345 
Silver (Kilograms) 966,000 
Gold (Kilograms) 59,233 


Output in the service sector expanded by 1.2 per cent 
in the third quarter, little changed from the average 
1.1 per cent gain recorded in the previous three 
quarters. The growth in service output was evenly- 
distributed throughout the quarter. The trade (+ 2.8 
per cent) and finance, insurance, and real estate (+ 1.6 
per cent) industries continued to lead the increase. 
Household demand was an important factor in this 
growth, as retail trade activity rose at a steady pace in 
the first three quarters of 1985, while a further 


tonnes 


January to Per cent 

September 1985 change 
7,126,645 12.2 
523,272 0.0 
29,670,089 4.5 
111,708 -6.7 
5,015,369 -12.3 
907,482 0.0 
1,094,071 13.3 
69,229 16.9 


acceleration in real estate commissions on house sales 
(up to 11.5 per cent) sustained overall growth in the 
financial sector. More moderate gains in consumer 
demand for personal services and public sector 
spending limited the growth of the community, 
business, and personal services and the public 
administration industries to below-average rates for 
services, of 0.6 per cent and 0.4 per cent, respectively. 
Growth in these two industries has lagged behind that 
of total services since the turn of the year. 


Household 


The household sector continued to lead spending 
growth in the third quarter: the solid upswing in 
personal expenditures persisted, while housing outlays 
accelerated. The growth of household demand was 
accompanied by an improvement in consumer 
confidence, following an appreciable decline in the 
unemployment rate and a reduction in long-term 
unemployment. Moderate gains in labour income were 
accompanied by modest employment growth and a 
continuing slowdown in wage increases. A regional 
breakdown of labour income and_ household 
expenditures reveals that the disparities that developed 
between regions during the expansion have shrunk. 
The firming of employment trends in western Canada 
preceded the October recovery of labour force 
participation rates. A gain of about 120,000 jobs in 
October and November was offset by a similar increase 
in the size of the labour force. 


The solid upswing in real personal expenditure on 
goods and services, which first emerged in the fourth 
quarter of 1984, persisted into the third quarter of 
1985 with a further rise of 1.6 per cent. In contrast to 
the other three quarters, in which durable goods 
accounted for much of the overall increase, this gain 
was more evenly distributed among the various 
expenditure categories and _ affected services, 
semidurable and non-durable goods. Nevertheless, 
the growth rate of expenditures on durable goods 
remained substantial (3.2 per cent), as the slowdown 
in new motor vehicle sales — from a rate of 8.9 per cent 


TABLE 3. Personal Expenditures and Related Factors 


1983 
1981 I 

Real expenditures on goods and services 100 99.1 
All goods combined 100 97.3 
Durable goods 100 95.3 
Real interest rates! 100 61.4 
Total of semidurable, non durable and 

services 100 99.8 
Real personal disposable income 100 97.8 


in the second quarter to 3.4 per cent in the third - was 
counterbalanced by an upswing in sales of some types 
of household goods, such as furniture (2.2 per cent), 
stoves (6.3 per cent) and television sets (8.4 per cent). 
The broadening of this upswing into semidurable and 
non-durable goods was reflected in an increase in the 
number of components showing upward trends. Table 
3 presents some expenditures components and their 
related factors. In the third quarter, almost all of the 
advance in spending was financed by savings, 
following a number of decreases in the unemployment 
rate. Personal disposable income remained virtually 
unchanged, dampened by increased tax collections and 
by declines in interest and investment income. The 
growth of nominal labour income remained moderate. 


On a monthly basis, retail sales of goods in constant 
dollars grew in July (1.1 per cent) and August (1.8 per 
cent), but were almost virtually unchanged in 
September (+ 0.1 per cent), as higher expenditures on 
durable goods (+0.7 per cent) barely offset decreased 
spending on semi-durable (-0.8 per cent) and non- 
durable (-0.2 per cent) goods. The slowdown in durable 
goods spending in September was due to sales of cars, 
which were little changed, and home entertainment 
equipment which declined. The only semi-durable 
items to post gains were those related to housing 
demand. Expenditures were down for clothing (-1.0 
per cent), footwear (-2.6 per cent) and books (-3.1 per 
cent). In addition, sales of almost all non-durables fell 
during the month. 


1984 1985 

II Il IV I II Ill 
104.6 104.6 106.2 107.5 109.1 110.8 
105.3 104.7 106.2 108.1 110.1 112.3 
114.1 112.7 115.7 118.6 123.7 127.5 
63.9 70.6 63.4 59.9 55.6 55.2 
102.7 102.9 104.1 105.2 106.0 107.3 
102.5 101.8 104.0 105.3 106.2 105.3 


1 Prime rate minus the year-over-year percent change in the CPI. 
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TABLE 4. Residential Investment Expenditures 


(Seasonally adjusted data) 


Type of expenditure 


Residential investment 

New dwelling units 
Single-family 
Semidetached and duplexes 
Row 
Apartments 

Other 
Improvements 
Mobile homes 


Cottages 


Real estate commissions 


1,381.8 
705.4 
516.2 

24.0 
30.6 
134.6 


676.4 


1985 


II 


Residential investment for new housing and 
alterations continued to climb in the third quarter — it 
was up 13 per cent, reaching $1,687.9 million. 
Investment in this sector has been accelerating since 
the beginning of the year, with outlays in the third 
quarter matching levels last observed in 1976, a 
record year for housing starts (273,203 units). Table 4 
shows that the 18 per cent increase in expenditures on 
the construction of new units was spread among all 
types of dwellings. Outlays kept rising through July 
(+0.6 per cent), August (+5.7 per cent) and 
September (+10.4 per cent), pushing the GDP 
residential index up from 90.7 in June to 106.4 in 
September. This sustained growth in investment was 
accompanied by nominal mortgage rates that had 
stabilized at lower levels by mid-year, moderate gains 
in employment and a decline in household savings. 
The Conference Board’s consumer confidence index 
surged ahead by 12 per cent in the third quarter, to 
122.9 (1961 = 100). 


Percentage change from preceding quarter 


(millions of $) 


1,496.5 
749.3 
535.9 

23.5 
37.5 
152.4 
747.2 
339.1 
22.9 
7.8 


377.4 


Ill I II Ill 
1,687.9 4 8.3 13.0 
886.3 -6.0 6.2 18.0 
648.5 -7.0 3.8 21.0 
30.4 -8.8 -2.1 29.0 
37.8 -13.2 22.5 8 
169.6 +0.1 13.2 11.3 
801.6 8.1 10.5 7.3 
344.8 -2.4 ip Lt 
19: -39.2 114.0 -16.6 
6.9 -20.8 85.7 -11.5 


430.8 24.0 9.4 14.1 


The leading indicators of residential construction 
continued to advance: the residential component of the 
Canadian index of leading indicators rose 3.6 per cent 
in October, while construction intentions posted a 
substantial increase in July (+ 6.1 per cent). Housing 
starts in urban areas grew steadily between July 
(142,000 units) and October (166,000 units), thereby 
ensuring that growth in residential investment will 
continue in the fourth quarter. Third quarter starts 
accounted for 47 per cent of units put in place in July 
through September. Regionally, housing starts were 
distributed as follows in October: Atlantic provinces, 
9,000 units; Quebec, 42,000 units; Ontario, 77,000 
units; Prairie provinces, 18,000 units; and British 
Columbia, 21,000 units. The steady upswing in the 
housing resale market during the third quarter is also 
encouraging for a _ short-term continuation of 
investment expenditures. The filtered series of sales 
made through the Multiple Listing Service (MLS), 
which has been climbing since August 1984, rose 2.8 
per cent in July, 2.7 per cent in August and 2.3 per 
‘cent in September. However, this series under- 
estimates the size of the resale market; real estate 
agents have pointed out that when the market is very 
active, as it has been in 1985, as much as 30 per cent of 
houses sold may not be registered with the MLS, 
compared with 18 per cent at other times. The 


Figure 2 
Net Migration by Region 
Ont. & East Weet 


termination of the Registered Home Ownership 
Savings Plan (RHOSP) program on January 1, 1986 
will, however, have some adverse effect on household 
spending. 


Following a rather lacklustre first half of 1985, the 
single-family housing market expanded at an 
increasing rate between July and October. Starts of 
family: housing in urban centres climbed to 98,000 
units in September and remained at that level in 
October. Ontario again led all other regions in single- 
family construction, as starts exceeded 43,000 units in 
both September and October. Ontario benefitted from 
the inflow of migration, the reverse of the east to west 
trend of the previous ten years. In terms of housing 
starts, the early part of the year had been sluggish 
(under 10,000 units) in the Prairie provinces and 
British Columbia, but they improved in October, 
posting 14,200 and 11,000 units respectively. The 
resale market in Calgary and Edmonton is expected to 
grow by 40 per cent to 50 per cent in 1985. The single- 
family market also was buoyant in the Atlantic region 
and Quebec. The rise in new housing prices - 
accelerating through June (+ 0.3 per cent), July (+0.4 
per cent) and August (+ 0.7 per cent) — corroborated 
the firming trend (evident since mid-year) in the new 
housing market, especially in urban Ontario. 
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Activity in the multiple housing market increased 
moderately in the third quarter. Starts in urban areas 
totalled approximately 66,000 units in September 
(+ 11.9 per cent) and 68,000 units in October (+ 3.0 per 
cent). Starts in Ontario increased marginally in 
September (22,600) and October (23,500), while 
growing substantially in Quebec to 37,200 and 28,700 
units respectively. CMHC data for September indicate 
that in Quebec 65 per cent of new multiple units were 


for the rental market, and in Ontario, 57 per cent. 
CMHC’s October vacancy rate for apartment buildings 
with six or more units was 1.5 per cent, compared with 
2.1 per cent in April 1985 (see Table 5). This 
downward shift affected all regions, but Ontario 
continued to have the lowest rate (0.5 per cent). 
Preliminary data on construction intentions for urban 
areas in October points to a slowdown in this market 
(-20 per cent). 


TABLE 5. Vacancy Rate! for Privately-built Apartments in Metropolitan Areas 


Regions April 1, 1985 October 1, 1985 
Per cent 
Atlantic sare 1.6 
Quebec 2.0 1.8 
Ontario 0.8 0.5 
Prairies 5.0 2.8 
British Columbia 3.0 2.4 
Canada AM ey 


1 Weighted average for metropolitan areas surveyed. 


The unemployment trend continued to decline in the 
third quarter, as moderate employment growth was 
accompanied by a relatively stable labour force. After 
hovering around the 11.2 per cent level since the end 
of 1983, the unemployment rate fell to 10.6 per cent in 
the second quarter of 1985 and 10.3 per cent in the 
third. However, male participation rates remain be- 
low pre-recession levels. Recovery of these rates would 
require substantial gains in employment to maintain 
the downward trend in unemployment rates. The 
growth rate of the filtered trend for total employment 
continued to match the average rate recorded during 
the recovery of 0.2 per cent per month. The service 
industries continued to lead the overall movement. 


The cyclical recovery of the overall participation rate 
to nearly pre-recession levels masks changes in the 
major population groups that favour the female pop- 
ulation. Female participation rates during the present 
recovery are far above previous highs, while the rates 
for young males have only partially recovered and 
those for males aged 25 and over have slipped steadily. 
If females maintain and continue to increase their 
rates, and male rates return to pre-recession levels, 
then further substantial gains in the overall participa- 
tion rate can be expected. A decline in the overall 
participation rate from 65.3 per cent in the second 
quarter to 65.1 per cent in the third appears to be tem- 
porary. In October, the rate rebounded to a record 65.3 
per cent as the rate for young males increased from 
68.8 per cent to 69.7 per cent. This movement reflect- 
ed another sharp drop in the number of discouraged 
workers and resulted in an increased number of 
unemployed entrants into the labour force. A possible 


factor in this return to the labour force is the marked 
reduction in long-term unemployment, which fell by 
about 100,000 between January and October 1985, 
with most of the decline occuring in the third quarter. 


Figure 4 
Labour Force Conditions 
Male Participation & Share of Long Term Unemp 
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Women Participation Rate Men Participation Rate 
% Labour Force Survey % Labour Force Survey 
56 
52 
48 
44 
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Steady growth of about 1.0 per cent in the working-age Figure 7 
population over 1985 and 1986 can be anticipated as Unemployment Rate by Age 
the 25-and-over age group is expected to expand by 16-24 years 25 and over 


over 2 per cent annually in the next few years.! In 
contrast, the decline in the population aged 15 to 24 
will accelerate, which could pull down this group’s 
unemployment rate. This downward demographic 
pressure was evident in the third quarter, as the 
slowdown in labour force growth stemmed from the 
decreasing size of the younger age group. The 
contraction of the labour force aged 15 to 24 matched 
the decline — approximately 8,000 per month - in the 
total population of this age group. Meanwhile, the 
labour force aged 25 and over grew slightly. The net 
result of these movements was a larger drop in 
unemployment among young people (-8.5 per cent) 
than among older workers (-7.0 per cent) between the 
first and third quarters of 1985. 


1 Publication No. 91-520, Population Projections 
for Canada and the Provinces, 1976-2001. 
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According to the October Labour Force Survey, 
community, business and personal services continued 
to be the major contributor to growth in employment. 
These industries were the major cause in the steady 
rise in seasonally adjusted employment levels between 
June and October, just as they were in 1984 and 
throughout the recovery. Table 6 shows that between 
June and October, employment climbed by 81,000 in 
the service-producing industries and 20,000 in the 
goods-producing industries, while remaining stagnant 


in manufacturing (-3,000). The seasonally adjusted 
increase in total employment over September and 
October as a whole was, nevertheless, the largest since 
April, largely because of trade (+ 22,000), construction 
(+12,000) and the primary sector’ excluding 
agriculture (+ 11,000). These increases have followed 
the substantial upswing in household demand 
recorded over the past four quarters. The employment 
gain in October was due to a rise in full-time 
employment. 


TABLE 6. Employment by Industry 
(According to the Labour Force Survey) 


(Thousands) 
December 
1983 1984 %' 

Paid workers 9,605 9,809 +2.12 
Primary industries 

(excluding agriculture) 279 296 +6.09 
Manufacturing 1,948 992 + 2.26 
Construction 559 582 +411 
Transportation, communications 

and public utilities 864 859 -0.58 
Trade 1,873 1,972 +5.29 
Finance, insurance and real estate 631 631 0.00 
Other services 3,474 3,560 + 2.48 
Public administration 778 787 +1.16 
Full-time D177 9,457 + 3.05 
Part-time 1,701 1,692 -0.53 


1 
2 


Percentage change between the two preceding columns. 
Change in the level between December 1984 and October 1985. 


June September October _ 
1985 %1 1985 %1 1985 

9,915 + 1.08 9,996 +0.82 10,048 + 2392 
282 -4.73 288 + 2.13 299 +32 

1,974 -.091 1,966 -.041 1,971 -212 
584 + 0.34 578 -1.03 590 +82 
874 + 1.75 899 + 2.86 898 +392 

2,009 + 1.88 1988 -1.05 2,010 +38? 
620 -1.74 639 + 3.06 628 -32 

3,659 + 2.78 3,698 +1.07 3,700 + 1402 
794 + 0.89 807 + 1.64 811 + 242 

9,502 + 0.48 9,562 +0.63 9,620 + 1632 

1,775 +4.91 1,785 + 0.56 1,768 +762 
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Figure 8 


Employment Trends by Region 


B.C. Quebec 
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The geographical distribution of gains in household 
spending and incomes has become more even recently. 
Labour Force Survey data reveal that the recent 
moderate growth in employment, led to some 
equalization of regional trends. Chart 8 and Table 7 
clearly show that, in the course of the year, growth in 
regional employment has converged towards the 
national average. As a result, Quebec and Ontario no 
longer led the advance in wages and salaries in the 
third quarter (see Table 8). The nominal value of 
retail sales accelerated throughout the year in the 
Prairie provinces and British Columbia (Table 9) 


and was accompanied by a firming of employment. 
The recovery of employment in the two Western 
regions is comparatively recent, having begun at the 
end of 1984. As shown in Table 11, while the national 
unemployment rate eased by 0.3 in the third quarter, 
the Prairies and British Columbia saw much larger 
declines of 0.7 per cent and 1.0 per cent respectively. 
These two regions were also largely responsible for the 
October upswing in participation rates. 
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TABLE7. Regional Employment Trends 


(Labour Force Survey) 


1985 
1Q83/3Q85! 3Q84/3Q85! Sy Sta SS Lo ba 6S ae, i ean re 
1Q/3Q! 2Q/3Q! October? 

per cent 
Canada +7.4 2.5 +127 +0.4 +0.5 
Atlantic +5.6 +0.6 +1.5 +1.0 +0.6 
Prairies +3.5 spl) +19 +1.3 +0.9 
Quebec +8.5 +3.1 +2.1 +0.4 +0.3 
Ontario oa +3.2 +1.4 -0.4 +0.6 
British Columbia +3.3 +1.6 fale +0.5 +0.6 
1 Change. 
2 Change with respect to the third-quarter level. 
TABLE 8. Growth in Wages and Salaries by Region 

1985 
3Q84/3Q85 2Q84/3Q84 3Q84/4Q84 4Q84/1Q85 sR 
1Q/2Q 2Q/3Q 

per cent 
Canada 7.2 ia 1.5 1.6 1.8 2:1 
Atlantic 6.3 2.2 1.5 1.6 0.8 yA 
Prairies 6.9 bel 2.2 1.5 1.4 1.6 
Quebec 6.5 1.4 152 125 Ded, 1.4 
Ontario 1:9 yer 4 1.6 1.4 2.4 2.3 
British Columbia 6.8 0.7 9 0.7 il 2.9 
TABLE 9. Growth in Nominal Retail Sales by Region 

1985 
3Q84/3Q85 2Q84/3Q84 3Q84/4Q84 4Q84/1Q85 C1) » al 
1Q/2Q 2Q/3Q 

per cent 
Canada 11.5 1.0 2.4 3.4 2.5 2.8 
Atlantic 11.4 0.1 3.0 3.6 2.6 1.8 
Prairies 14.7 0.7 3.1 4.4 3.0 3.4 
Quebec 9.5 -0.2 2.3 2.6 2.6 ETE 
Ontario i Ned 1.4 2.3 4.4 2.3 2.3 


British Columbia 9.7 eZ 0.1 2.9 23 sha | 


As shown in Table 10, the October increase in 
participation rates is partly attributable to new labour 
force entrants in the Prairies and British Columbia, 
where rates had changed little in the preceding 12 
months, as well as through the recovery. The 
increases in participation during the _ recovery 
matched the national average in the Atlantic 
provinces and Ontario where employment growth was 
stronger. Quebec posted the largest increase in 
participation rate during the same period, as well as in 


TABLE 10. Changes in Regional Participation Ra 


(Labour Force Survey) 


tes 
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the last year when it was mainly responsible for the 
rise at the national level. This was a "catch-up" 
movement, as the growth of female participation rates 
in Quebec had lagged behind that of other regions 
through the 70s. The most recent increase in 
participation rates, and the continuing moderate 
growth in employment, resulted in a_= small 
improvement in the unemployment rate in most 
regions. 


1985 
1Q83/3Q85 3Q84/3Q851 
1Q/3Q! 2Q/3Q1 October? 
Canada +11 +02 +0.1 -0.2 +02 
Atlantic stole -0.4 -0.1 -0.1 -0.1 
Prairies +0.5 0 +0.1 +0.2 +0.4 
Quebec +1.7 +0.7 +0.5 -0.2 +0.3 
Ontario +1.0 +0.1 -0.1 -0.5 +0.1 
British Columbia -0.4 -0.3 -0.4 -0.3 +0.8 
1 Change. 
2 Change with respect to the third-quarter level. 
TABLE 11. Changes in Regional Unemployment Rates 
1985 
3Q851 3Q84/3Q852 
1Q/3Q?2 2Q/3Q2 October? 
Canada 10.3 -0.9 -0.8 -0.3 0 
Atlantic 15.6 +0.1 -0.8 -0.7 -0.5 
Prairies 10.0 -2.2 “1.1 -0.7 -0.2 
Quebec 12.5 -0.9 -0.6 -0.3 +0.2 
Ontario 2 1.2 -0.7 +0.1 -0.1 
British Columbia 14.6 -1.1 -1.3 -1.0 +0.7 


1 Quarterly rate. 
2 Change. 
3 Change with respect to the third-quarter level. 
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Wage increases won in major collective agreements 
rose from 3.2 per cent in the first quarter of 1985 to 3.5 
per cent in the second and 3.8 per cent in the third. 
The overall average for the year is 3.5 per cent - one of 
the lowest since the series began in 1967. This 
compares with 3.3 per cent for the first three quarters 
of 1984 and 3.6 per cent for 1984 as a whole. The 
private sector was responsible for the second-quarter 
upswing in the average wage increase, as all 
industries except manufacturing posted higher 
increases, resulting in the first noticeable upturn 
since the 1984 low. Effective third quarter wage rates 


in the private sector (3.5 per cent) were almost 
unchanged from the average of 3.6 per cent recorded in 
the second quarter. The acceleration of wage rates in 
the third quarter was due to the 95,000 public-sector 
employees who negotiated increases of 4.0 per cent, 
somewhat higher than the second-quarter figure of 3.3 
per cent, but only slightly above those of the first 
quarter of 1985 (4.0 per cent) and the 1984 average 
(3.9 per cent). On an annual basis, wages in public 
and private sector settlements increased in parallel, as 
shown in Table 12. 


TABLE 12. Average Annual Increase in Effective Base Rates! 


1982 1983 
All Sectors 10.3 4.8 
Public Sector 10.6 4.6 
Private Sector 9.6 5.4 


1984 1985 
1984 = Soa 
4 1 ay 3 
per cent 
3.6 4.4 3.2 3.4 3.8 
3.9 4.4 Sind 3.3 4.0 
3.2 4.4 eo 3.6 3.5 


1 The effective increase measures all contractually stipulated wage increases including COLA. The COLA formulae are quantified using a 
combination ofthe latest CPI data available and/or a projected CPI of 4 per cent. 


Bargaining activity was light in the third quarter. 
Only 151,400 workers signed labour contracts, and 
time lost due to work stoppages was down 
substantially from the same period a year earlier. Of 
the 153,955 workers whose collective agreements 
expired in 1985, only 2,280 had pacts that ended in the 
third quarter (the list of collective agreements to be 
negotiated in 1985 was the shortest in 10 years). The 
increases were a moderate 3.5 per cent, compared with 
3.7 per cent in the second quarter. The settlements in 
manufacturing also had a moderating effect on the 
average, as it dropped from 4.1 per cent in the second 


quarter to 3.3 per cent in the third. In the third 
quarter, more workers signed contracts in the 
commercial (88,100) than in the non-commercial 
sector (63,300). Approximately 44 per cent of the 
workers who concluded new agreements were 
employed in the transportation, communications and 
other utilities industry. Few workers signed new 
contracts in the trade, finance, insurance and real 
estate, construction and primary industries. The 
acceleration of wages in the non-commercial sector 
was confined to Ontario; in the rest of the country, the 
trend in public sector wage increases was downward. 


Investment 


The volume of business investment in plant and 
equipment rose by 2.7 per cent in the third quarter. 
This easing from the 4 per cent growth recorded in the 
previous quarter originated in _ non-residential 
construction, where investment flattened out after 
Jumping 8 per cent. Outlays for machinery and 
equipment, which typically lead overall business 
investment, grew 5 per cent. Most of this gain reflected 
increased motor vehicle purchases, as business firms 
stepped-up outlays in response to temporary financing 
incentives for motor vehicles. The sluggish short-term 
course of business investment reflects the hesitancy of 
resource-based industries, where profits were squeezed 
by weak prices and low capacity utilization, to make 
investment plans. 


Business outlays for machinery and equipment rose 5 
per cent in the third quarter, a sharp upturn from the 
0.7 per cent quarterly average in the past year. 
Increased purchases of motor vehicles (+ 7.7 per cent) 
helped to offset weak demand for imports of machinery 
and equipment (+1.0 per cent). Outlays for non- 
residential construction were little changed in the 
third quarter, partly because exploration and 
development activity for oil and gas decelerated. 


Figure 9 
Profit Margins, Total and Selected Industries 
Total ind. Total Mining = Tote! Mfg. 
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The slowdown in business investment in the third 
quarter accompanied a further erosion of profit 
margins for industrial corporations. Profit margins 
declined from 4.0 per cent at the turn of the year to 3.9 
per cent in the second quarter and 3.5 per cent in the 
third. This decline was reflected in a lower share (11.5 
per cent) of net national income accruing to total 
corporate profits in the quarter. With the rate of 
increase in unit labour costs for the whole economy 
easing from 0.8 per cent in the second quarter to 0.4 
per cent in the third quarter, and interest payments by 
firms little changed at $5.6 billion, the fall in margins 
appears related to the softening of prices in the 
quarter. 


The coincidence of relatively weak profit margins in 
resource-based industries with lower export prices 
supports this notion. The largest decline in profit 
margins occurred in metal mining — from +5.1 per 
cent to a loss of 2.5 per cent. Margins remained below 
average in resource-based manufacturing industries 
such as wood, paper and allied, and primary metals 
(see Charts 9 and 10). It is also interesting to note that 
the strong third quarter stimulus to auto sales 
provided by temporary price incentives was 
accompanied by a drop from 5.1 per cent to 3.6 per 
cent, in the profit margins of the transportation 
equipment industry, the lowest level in the recovery. 


Figure 10 
Profit Margins for Selected Industries 
% Metal Mining § Primary Metal Wood Peper 
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Investment in resource-based industries accounts for 
over half of total business investment. Mining and 
electrical power utilities contribute over one-third of 
resource investment, with the remainder distributed 
amongst forestry, wood, paper and allied, petroleum 
refining, primary metals, and non-metallic minerals 
(see Table 13). Comparing mid-1985 investment 
intentions in these industries to previous levels 
reveals that these industries led the cutback in 
investment during the recession, and have lagged 
behind during the recovery. Given the marked erosion 
of prices and profitability in most of these industries in 
the third quarter 1985, it is possible that firms have 


revised their investment intentions downward since 
the mid-year survey of Public and Private Investment 
in Canada. The deterring effect of low prices on 
business investment was exemplified in the decision 
by Alcan Aluminum Ltd. to delay indefinitely the 
construction of a $1 billion smelter at Latterriere, 
Que. Alcan cited poor markets, continuing high 
inventories, low profitability, and relatively high 
levels of debt as the reasons for its decision (GM, Le D 
25/9). This may explain why business investment in 
the third quarter was weaker than levels that would 
have been consistent with the mid-year results. 


TABLE 13. Business Investment Resource Industries in Canada 


(millions of dollars) 


Level 

1981 1983 
All industries — Total 55,086 48,320 

Resource-based Industries 

— Total 36,827 32,248 
Mining 10,004 9,623 
Utilities 16,243 15,456 
Forestry 281 154 
Wood 448 288 
Paper and allied 2,182 998 
Petroleum refining 844 840 
Primary metals 1,619 663 
Non-metallic minerals 347 140 
Agriculture and fishing 4,859 4,086 


The short-term course of business investment will 
continue to be uneven, according to the recent 
behaviour of filtered indicators monitoring contract 
awards and building permits. Following a slight 
decline in the third quarter, contract awards rose 3.3 
per cent in October. Virtually all of the increase 
originated in the engineering component, which 
jumped by over $1 billion with the award of an oil 


Share 

1985 1981 1983 1985 
52,999 100.0 100.0 100.0 
34,202 66.9 66.7 64.5 
11,316 18.2 19.9 21.4 
14,099 29.5 32.0 26.6 
202 0.5 0.3 0.4 
335 0.8 0.6 0.6 
1,896 4.0 2.1 3.6 
351 1.5 ee 0.7 
1,603 2.9 1.4 3.0 
265 0.6 0.3 0.5 
4,135 8.8 8.5 7.8 


sands plant addition in Fort McMurray, Alberta. The 
start-up of this project will provide a boost to non- 
residential outlays late in 1986. Excluding this 
project, the short-term trend of contract awards 
declined by 0.5 per cent. This sluggishness was 
mirrored in non-residential building permits, which 
slowed from a 6 per cent gain during the second 
quarter to virtually no change by the end of the third. 


Prices 


Price inflation moderated from 1.4 per cent in the first 
quarter to 0.9 per cent in the second and 0.4 per cent in 
the third. Continued slow price increases for final do- 
mestic demand — up 0.7 per cent in the third quarter, 
the lowest quarterly increase since the recovery began 
in 1983 — were accompanied by lower prices for traded 
goods. Export prices fell 1.5 per cent and import prices 
by 1.8 per cent, leaving the index of the terms of trade 
near historic lows at 98.6. Lower prices for a wide ran- 
ge of commodities traded on international markets — 
from food and energy to mineral and paper products — 
led the decline. Increases in wage rates remained low, 
and little change is augured by wage settlements nego- 
tiated in the third quarter. Stable prices were increa- 
singly evident at the manufacturing level, as the 
proportion of industries recording no price change by 
the end of the third quarter reached a post-1973 record 
of 25 per cent. 


TABLE 14. Quarterly Per Cent Change in Prices 


Ly. 


Price inflation for consumers rose 0.9 per cent in the 
third quarter, according to both the implicit price 
index for personal expenditure on goods and services 
and the unadjusted consumer price index. Prices for 
services continued to rise at a relatively rapid rate, at 
1.3 per cent in the CPI and 1.5 per cent in the implicit 
price for services. Prices for goods rose about 0.6 per 
cent, as continued slow price increases for durable 
goods (+0.5 per cent) accompanied slightly lower 
prices for food and energy. This restraint outweighed 
price rises of over 5 per cent for tobacco and alcohol 
due to indirect tax increases. The stability of energy 
prices reflects the abolition of most indirect taxes 
previously incorporated in the National Energy 
Program (the direct Petroleum and Gas Revenue Tax 
will be phased-out over four years). 


Total Durables Semidurables Non-durables Services 
Unadjusted Consumer Price Index 
Q484 0.7 1.4 4 0.4 0.5 
Q185 1.2 1.0 1.2 2.0 0.8 
Q285 Te 0.3 1.0 1e3 152, 
Q385 0.9 0.5 0.3 0.7 ile 
(October 85) (0.3) (0.3) (0.5) (0.0) (0.5) 
Implicit Price Index for Personal Expenditure 
Q484 0.8 0.8 0.9 14 0.6 
Q185 1.4 15 0.8 1.4 ae 7, 
Q285 0.9 0.4 0.9 0.7 Ly 
Q385 0.9 0.5 0.7 0.7 1.5 


The slowly-rising trend of prices continued into 
October, to judge by the 0.3 per cent increase in the 
unadjusted CPI for October. In particular, prices for 
non-durable goods stabilized in the absence of either 
indirect tax hikes or commodity inflation. The short- 
term outlook for food and energy prices is encouraging 
for a continuation of moderate inflation. Meat and 
grain prices remained weak, especially as the Interna- 
tional Wheat Council forecasted a record world grain 
harvest in 1985, and grain prices will encourage stable 
feedstock prices for animals. Prices for imported 


foodstuffs recorded diffuse drops in the third quarter — 
off 3.3 per cent in total — reflecting soft international 
prices and the stable value of the Canadian dollar. 


The terms of trade remained near historical lows, at 
98.6 in the third quarter of 1985. Export prices fell 1.9 
per cent, while import prices sagged 2.4 per cent. Both 
of the declines reflect lower prices for all types of 
traded goods, aside from end products (see Table 15). 
The largest declines occurred in crude and fabricated 
materials, notably in energy and mineral products. 
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TABLE 15. Implicit Price Index for Exports and Imports, Per Cent Change in the Third Quarter 


Food 

Crude materials 
Fabricated materials 
End products 


Total 


The declines were diffuse by commodity group. 
Within exports, prices for 30 of the 49 commodity 
groups declined in the quarter (see Table 16). The 
largest price movements included wheat (-2.7 per 
cent), zinc ores (-5.6 percent), newsprint (-1.1 per 


Exports Imports 
-0.3 -3.3 
-1.5 -18.9 
-132 -4.0 

+0.3 +0.4 
-1.9 -2.4 


cent), crude oil (-0.9 per cent), and natural gas (-0.5 per 
cent). Lumber prices remained relatively strong 
(+ 2.7 per cent), as housing construction has remained 
buoyant in both Canada and the United States to date. 


TABLE 16. Diffusion of Price Changes in Exports, First Three Quarters of 1985, Number of Commodity 


Group Registering 
1st quarter 
Increases Decreases 
Food 5 4 
Crude Materials 8 7 
Fabricated Materials 11 14 
Total 24 25 


The slack in export prices continued to exert a 
restraining influence on the overall Industry Selling 
Price Index. The seasonally adjusted index rose by 
0.3 per cent in the third quarter. Prices for non- 
durable goods were virtually unchanged, as slight 
declines in prices for food and energy offset small 
increases for other non-durable goods, notably 
chemical products and, to a lesser extent, clothing and 
related products. Prices for durable goods showed 
some signs of firming — up 0.8 per cent in the last three 
months - due to gains in industries related to home 
construction activity, notably wood and non-metallic 
minerals. Prices of traded goods such as primary 
metals and paper and allied products edged down in 
the quarter. Industries oriented to business fixed 
investment — such as machinery, metal fabricating, 
and electrical products — recorded little price change. 


2nd quarter 3rd quarter 
Increases Decreases Increases Decreases 
6 3 2 t 
12 3 at 8 
16 9 10 15 
34 15 19 30 


Demand in these industries flattened out in the 
quarter, while their capacity utilization rates remain- 
ed well below potential, at between 72 per cent and 74 
per cent. 


In terms of the diffusion of price movements within 
the ISPI, the quarter was marked by increased price 
stability. Of the 121 industrial components of the 
ISPI, the filtered version of industries recording 
higher prices eased to 51.4 per cent in October, while 
the proportion of industries recording declines edged 
down from 24.9 to 23.2 per cent over the last five 
months. As a result, the proportion of industries 
recording no price changes rose to 25.4 per cent, the 
largest percentage of industries to record stable prices 
since the early 1970s (see Chart 11). 
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TABLE 17. Diffusion of Price Movements in the Industry Selling Price Index 


Per cent recording Per cent recording Per cent recording 
Higher prices Lower prices No price change 
September 1984 63.6 19.4 16.9 
January 1985 54.5 26.6 18.9 
May 1985 54.0 24.9 zak 
September 1985 53.0 22.5 24.5 
October 1985 51.4 23.2 25.4 
Figure 11 
ISP! Filtered Diffusion Index 
Up No Change Down 


— = = = cm ll 


1973 1976 1979 1962 1985 
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External Sector 


In the third quarter, the trade surplus posted its third 
straight decline; owing to stronger growth in imports 
than in exports, it plunged by $1.44 billion to its lowest 
level in the past six quarters. Exports of fabricated and 
crude materials remained at lower levels than in past 
quarters. Nevertheless, the trade surplus rose in 
August and September, reflecting both an improvement 
in the balance of trade with the United States and a 
recovery in end product exports. The auto sector 
showed more buoyancy in exports and in imports 
during the third quarter, due to the recent improvement 


in Canada’s economic performance and to low 
financing rates offered by US auto-makers. 


The trade surplus dropped to $3.16 billion in the third 
quarter as weakness in trade with overseas countries 
persisted and the surplus with the United States 
slowed down. However, the balance of trade with the 
U.S. strengthened over the last two months of the 
third quarter. September’s surplus with the United 
States — $2.21 billion - was comparable to the level 
recorded in April. 


TABLE 18. Exports Minus Imports by Country, Millions of Canadian Dollars, Seasonally Adjusted, 


Balance of Payments Basis, BOP 


Total 
Canada excluding 
Total US. US. 

1985 

January +1,410 +1,276 +134 
February +1,771 +1,525 +247 
March + 2,337 +2,184 +153 
April +2,147 +2,256 -110 
May +1,553 +2,132 -578 
June + 893 + 1,550 -657 
July + 272 +1,057 -784 
August +1,063 +1,559 -496 
September +1,820 +2,212 -392 
QI +5,518 +4,984 +534 
QII +4,593 +5,938 -1,345 
QUI +3,156 + 4,828 -1,672 

Figure 12 
Total Canadian Exports and Imports 
Exports imports 
$ Milfon —— --- 


Other Other 

Japan WK EEC OECD Other 
+33 +92 - 87 +10 +87 
+73 +99 -143 -7 +225 
+59 +33 -130 +18 +173 
-69 +12 -162 +5 +104 
-137 -164 -245 -60 +28 
-4 - 58 -303 -102 -189 
-63 -174 -240 -115 -191 
-57 -137 -337 -56 +90 
-6 -107 -234 -116 +71 
+165 +223 -361 +21 +485 
-210 -210 -711 -157 -57 
-126 -418 -811 -287 -30 


Exports were down by $317 million in the third 
quarter as foreign sales of fabricated materials (-$686 
million) and crude materials (-$405 million) declined. 
The sharpest decreases, in line with soft world oil 
prices, were in petroleum (-$321 million) and 
petroleum and coal products (-$283 million). The 
prices and volumes of fabricated and crude materials 
exports were lower than they had been in previous 
quarters, and they remained at comparatively low 
levels (Tables 19 and 20). 
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TABLE 19. Exports of Crude Materials, Millions of Canadian Dollars, BOP 


Quarter 

1984 1 1,253 
1984 2 1,200 
1984 3 1,336 
1984 4 1,475 
1985 1 1,669 
1985 2 1,401 
1985 3 1,337 


1 First difference. 


Mining Energy 

+121! 2,302 ait 

-531 2,765 + 4621 

+136! 2,465 “299+ 

+1401 2,628 +163! 

+1941 2,894 + 265! 

-2681 3,233 +3391 

-641 2,908 -3251 


TABLE 20. Exports of Fabricated Materials, Millions of Canadian Dollars, BOP 


Quarter Chemicals 

1984 1 2,095 +1801 
1984 2 A antes 
1984 3 2,090 -811 
1984 4 2,240 +1491 
1985 1 2,290 +50! 
1985 2 2,389 +991 
1985 3 1,888 -5011 


1 First difference. 


Nevertheless, the last two monthly increases and the 
record level of exports in September (+ $10.67 billion) 
turned up the monthly trend for exports (+3.0 per 
cent). This reversal was almost entirely attributable 
to end products (+ $867 million), in particular to the 
auto sector (+ $897 million). Exports of passenger cars 
and auto parts grew by $916 million and $134 million 
respectively, while truck exports slipped by $153 
million. 


When quotas were lifted in the second quarter, North 
American vehicles in the U.S. market were more 


Metals Wood 
1,895 -1491 3,409 +221 
1,873 -221 3,695 +2861 
1,936 +631 4,073 +3791 
1,908 -291 3,996 -T71 
2,141 +2341 3,903 -921 
2,062 -791 3,880 -231 
1,794 -268! 3,963 +831 


exposed to competition from foreign imports. In 
August and September special credit terms were 
offered to consumers by North American auto makers: 
new car loans were available at low interest rates of 
about 7.7 per cent. During that month, foreign car 
sales declined, while sales of North American cars 
soared by 31.7 per cent. In October, however, North 
American car sales slumped by 43.8 per cent, after 
financing discounts were removed. The expected 
strike at Chrysler in October may also have boosted 
Canadian auto exports to the United States in the 
third quarter. 
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TABLE 21. United States Motor Vehicle Industry Statistics 


(thousands of units) 


Sales 
Percentage North Percentage Percentage 

Production change American change Foreign change 
1985 
January 1319/ 7.5 699 sp a8} 208 7.5 
February 700 -2.3 712 +1.8 202 3.2 
March 700 0.0 703 -1.3 187 -7.2 
April 692 -1.2 725 +3.2 200 +6.9 
May 675 -2.4 700 -3.4 242 +20.8 
June 867 -1.2 635 -9.3 77 Ae -6.1 
July 692 +3.7 613 -3.5 245 ice 
August 692 0.0 807 Tokel 243 -1.0 
September 675 -2.4 942 +16.8 767 +10.0 
October 633 -6.2 529 -43.8 274 +2.6 
QI gg lif +12.9 2,114 +10.6 597 -10.5 
QIl 2,033 -3.9 2,060 -2.6 669 +121 
QUI 2,058 +12 2,361 +14.6 754 +12.8 


Imports posted a substantial $1.12 billion gain in the 
third quarter but the monthly short-term trend slowed 
in September (+ 0.8 per cent) for the third consecutive 
month. Imports of end products (+ $1.44 billion), 
primarily auto-related (+1.03 billion) accounted for 
most of the increase. As in the United States, the 
credit terms offered by North American car makers 
affected in Canada auto sales in August and 
September. In October, after the promotion, sales of 
North American cars dropped by 14.2 per cent. 
Despite these financial incentives to consumers, motor 


vehicle imports from South Korea and Japan 
continued to grow substantially. On a custom basis 
automobile imports from the latter country climbed 
7.0 per cent in the third quarter, after jumping 15 per 
cent in the second. The market share of imports from 
all countries except the United States rose from 12.8 to 
15.4 per cent between the second and third quarters. 
Foreign auto imports and increased production 
combined to push total auto inventories up from $11 
million to $52 million in the third quarter. 


TABLE 22. Canadian Motor Vehicle Industry Statistics 


(thousands of units) 
Percentage 

Production change 
1985 
January 98 26.9 
February 82 -16.2 
March 66 -20.0 
April 78 +18.4 
May 83 +6.0 
June 164 -7.3 
July 95 +24.6 
August 118 +23.3 
September 102 -13.0 
October 
QI 246 +21 
QII 237 -3.7 


QUI 315 +33.2 


Sales 
North Percentage Percentage 
American change Foreign change 
67 +5.4 23 -5.1 
65 -2.2 24 +1.1 
68 +3.3 25 +49 
72 +6.5 24 -2.7 
64 -11.5 744 | +12.5 
67 +5.9 31 +12.6 
60 -11.5 31 +1.6 
68 +14.1 31 -0.5 
68 +2.0 30 -4.3 
58 -14.2 
200 +121 1g +2.1 
203 +1.6 82 +13.6 
196 -3.6 91 +12.0 


Imports of non-automotive end products climbed by 
$414 million in the third quarter. This appreciable 
increase was spread among industrial investment 
goods (+$79 million), consumer goods (+$132 
million) and aircraft and some types of equipment 
(+ $192 million). Imports of industrial goods returned 
to its 1981 level, and consumer goods imports 
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surpassed the level recorded in the third quarter of 
1984. On the other hand, crude materials were down 
by $294 million. Prices of crude and fabricated 
materials remained low. Imports of fabricated 
materials were bolstered primarily by precious metals 
imports, which have been growing since January 
1985. 


TABLE 23. Imports of Crude Materials, Millions of Canadian Dollars, BOP 


Quarter 

1984 1 333 
1984 2 471 
1984 3 533 
1984 4 431 
1985 1 354 
1985 2 408 


1985 3 497 


1 First difference. 


Mining Energy 

-1861 1,182 -120! 

+1391 UEPAIES) +371 

+621 1,149 -70! 

-1031 928 -2221 

Ltt 776 -1§21 

+551 1,523 +7471 

+891 1,120 -4031 


TABLE 24. Imports of Fabricated Materials, Millions of Canadian Dollars, BOP 


Quarter Chemicals Metals Wood 

1984 1 1,690 +871 508 -421 171 01 
1984 2 1,613 -781 636 +1271 156 -151 
1984 3 1,799 + 1861 TAD +811 162 +61 
1984 4 1,991 +1931 557 -160! 170 +81 
1985 1 1,799 -1931 876 +3181 162 -81 
1985 2 2,023 +2251 885 +91 149 -131 
1985 3 1,780 -2431 OL? +1321 178 +281 


1 First difference. 
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Figure 13 
Volume Indices for Exports 
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Figure 14 
Volume Indices for Imports 
Crude Fabricated Finished 
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Figure 16 


Imports of Finished Products 
Automobiles Other 
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Figure 17 
Imports of Finished Products (Excl. Autos) 


Financial Markets 


Borrowing by Canadian non-financial sectors totalled 
$24.2 billion in the third quarter, reflecting the 
buoyancy of the economy during this period. These 
borrowings were equivalent to 20 per cent of the value of 
goods and services produced during the quarter, up 
from 12 per cent in the third quarter of 1984. This 
resurgence has been fuelled by the strength of consumer 
spending (especially on durable goods), the real estate 
market, inventories and business gross fixed capital 
formation. 


Persons increased their debt by $5.1 billion, in line 
with the growth in residential construction and the 
housing resale market. Consumer credit expanded by 
$1.4 billion during the quarter, further testimony to 
the strength of expenditures on durable goods, 
particularly cars. This form of financing rose 11.4 per 
cent between September 1984 and September 1985. 
For the second straight quarter, household borrowings 
through these instruments accounted for more than 
one-fourth of total borrowings by persons. 


Non-financial private corporations were even more 
active than households. They increased their 
borrowings by $7.3 billion to a total of $19.7 billion for 
the first nine months of the year. This was almost 30 
per cent of all funds raised; the proportion for the 
corresponding period in 1984 was less than 25 per 
cent. The sharp jump in the third quarter was due 
primarily to the heavy use of short-term paper, 
especially bankers’ acceptances - corporations raised 
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$4.9 billion with these instruments. Net new issues of 
bonds exceeded $1 billion for the first time since the 
second quarter of 1983. Even though the $1.7 billion 
brought in by new share issues was down from the 
record $4.2 billion raised in the second quarter, 
shareholders’ equity in this sector continued to 
increase substantially. 


General government borrowings amounted to $8.7 
billion during the quarter, down slightly from the 
second quarter, but up $1.3 billion from the third 
quarter of 1984. Because of the heavy financial 
activity of other non-financial sectors, however, 
general government’s share of total borrowings fell to 
just over one-third of the total. The federal 
government accounted for $8.1 billion, most of it 
through a record sale of Treasury bills. Net bond 
issues totalled $3.9 billion, and included Canada 
Savings Bond redemptions ($946 million) and a US 
Eurodollar issue used to replenish foreign exchange 
reserves. 


During the quarter, short-term interest rates 
maintained their downward trend, while average bond 
yields rose slightly. The difference between bond 
yields and the prime rate increased by some 40 basis 
points, to 112 points, compared with an average of 
about 60 points in the first two quarters. In line with 
this development, the chartered banks purchased a 
record amount of short-term paper ($4.3 billion) as the 
bank loan market slumped and deposits increased 
sharply. 
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International Economies 


The G-5 nations (United States, Japan, Germany, 
France and the United Kingdom) met on September 22 
to reaffirm their commitment to greater policy co-or- 
dination and the need for central bank intervention to 
realign foreign currency values. Following the meet- 
ing, the gentle slide in the international value of the 
U.S. dollar from its February 1985 peak continued, to 
bring the cumulative decline of the trade-weighted dol- 
lar to about 20 per cent (see chart 18). If the Canadian 
dollar - which accounts for 30 per cent of U.S. trade 
and was broadly unchanged over this period — is 
excluded, the depreciation was steeper. European 
economies continued to benefit from lower import costs 
caused by the combination of weak dollar prices for 
commodities — especially for crude oil — and a lower 
U.S. dollar. Inflation in the European Economic 


Community eased to a year-over-year increase of 5.3 
per cent in September, the lowest in 15 years. The 
OPEC decision in early December to match price cuts 
by non-OPEC producers will reinforce this trend. 
Besides the direct boost to real incomes from lower 
inflation, demand in Europe will be stimulated by an 
easing of interest rates in the autumn. The importance 
of resurgent domestic demand in Europe is heightened 
by the developing slack in export demand. Japan 
pursued an alternate course after the G-5 meeting, 
encouraging the yen to appreciate more rapidly than 
most European currencies. This strategy followed a 
further increase in the Japanese current account 
surplus during the third quarter, at a time of mounting 
protectionist pressures in Europe and the United 
States. 


Figure 18 
U.S. Weighted Exchange Rate 


The modest upturn in the pace of economic recovery 
continued in the third quarter according to INSEE, the 
statistical agency of France. The volume of real GDP 
grew 0.6 per cent, after gaining 0.9 per cent last 
quarter. Most of the increase originated in domestic 
demand, up 2.5 per cent. Household spending was 
encouraged by lower taxes, low inflation and a 
flattening-out of unemployment. Led by industrial 
investment, total business investment rose 2.9 per 
cent, by far the largest increase in the past three 
years. The ongoing weakness of the external sector of 
the French economy remained, as the increase in 
domestic demand was translated into a 5.7 per cent 
gain in import volume. With lower agricultural 
exports reducing total exports by 1 per cent, the 
merchandise trade surplus declined to a level only 
marginally above the 1984 average. 


Inflation continued to slacken in September, easing to 
a year-over-year rate of 5 per cent in the CPI. A 
number of factors augur further restraint in 1985. The 
combination of weak prices on _ international 
commodity markets - notably energy products - and a 
lower U.S. dollar reduced the cost of raw material 
imports for France by 21 per cent in the year ending in 
October. At the same time, the National Prices 
Council announced that government-controlled prices 
will be held to 1.5 per cent increases in 1986. This will 
affect about 20 per cent of all prices. 


The deceleration of inflation, and the firming of the 
franc, encouraged the Bank of France to cut its 
intervention rate on money markets to below 9 per 
cent in November. The government also announced 
that monetary policy in 1986 will hold growth of the 
money supply (M3) to between 3 per cent and 5 per 
cent. According to the Finance Ministry, the broader 
definition of money was needed to keep pace with 
innovation in financial markets (LeM 13-27/11; FT 6- 
16-20/11). 


Economic activity in the United Kingdom has 
accelerated gently to date in 1985, aided by the end of 
the coalminers’ strike. Real GNP grew by 1.3 per cent 
in the second quarter, about 5 per cent above the level 
posted a year-ago. Excluding effects of the strike, 
output was up about 4 per cent. Since 1981, output has 
grown at an average of 2 per cent a year. 


The pick-up in growth rates ended in the third 
quarter, according to a wide range of indicators. 
Industrial output edged down by 0.3 per cent, 
following consecutive gains of over 2 per cent in the 
first two quarters of 1985. A downturn in exports — off 
8.7 per cent in the quarter - reversed the upward trend 
earlier in 1985. The levelling-off of industrial output 
was accompanied by a stable unemployment rate of 
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10.1 per cent into October. The quarterly rate of 
inflation, as measured by the CPI, eased from 3.4 per 
cent to 0.3 per cent in the quarter. The combination of 
weak commodity prices and the firming of pound 
sterling against the U.S. dollar led to a record decline 
in manufacturing input costs in October (-4.6 per 
cent). 


The government’s autumn statement on the economy 
forecasted that growth would ease to 3 per cent in 
1986. Most of the deceleration is expected to originate 
in exports, where growth in volume is expected to slide 
from 7 per cent in 1985 to 2 per cent in 1986. The 
government also announced plans to sell 4.75 billion 
of state assets to the private sector in each of the next 
three years; the money will be used in part to finance 
lower income taxes, although no specific details about 
the size or timing of such cuts were announced (FT 
21/9, 1-13-16/11). 


Record trade and current account surpluses continued 
to lead growth in West Germany. In the first ten 
months of the year, real exports rose by 7 per cent and 
imports by 4 per cent. More recently, the terms of 
trade have improved as commodity prices stabilized 
and the value of the deutschemark appreciated 
against the U.S. dollar. Partly as a result of this, the 
CPI declined by 0.2 per cent in the third quarter. 


Industrial output and unemployment changed little 
during the summer. Industrial production was 
constant between April and September, while the 
unemployment rate eased from 9.4 per cent in the 
spring to 9.2 per cent in October. In the past year, a 
gradual increase in demand for labour was clearly 
evident in a 50 per cent drop in the number of 
employees working short-time in German industry. 


The five economic research institutes in Germany 
have forecasted a moderate upswing in growth, from 2 
per cent in 1985 to 3.0 per cent in 1986. Continued low 
inflation (near 2 per cent) is expected to bolster 
domestic demand, although the institutes did call 
again for the income tax cuts planned for 1986 and 
1987 to be accelerated. The government did announce 
plans to raise DM 406 million from the first tranche of 
its privatisation program in 1986, but it has not 
altered its fiscal plan (FT 24/10; 6-16-19-27/11). 


The merchandise trade balance of Japan rose to 
record levels in the third quarter, as exports climbed 
by 2.2 per cent and imports sagged by 1.0 per cent. 
According to the Economic Planning Agency (EPA), 
the gain in exports - despite an appreciation in the 
value of the yen in 1985 - should enable Japan to 
attain its 4.6 per cent growth target for 1985. Exports 
in the third quarter were powered by higher auto 
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shipments to North America, outweighing a softening 
of markets in China and Southeast Asia. The 
sluggishness of imports reflects weakness in demand 
for consumer products, as well as lower crude oil 
prices. Personal expenditures remained weak; most of 
the 1985 increase in disposable incomes to date has 
been matched by increased savings. An EPA survey 
shows that business investment should accelerate 
slightly from 3 per cent growth in the first half of 1985 
to 5 per cent in the second half. 


The Bank of Japan tightened credit market conditions 
late in October, warning that interest rates could rise 
further in order to appreciate the yen vis-a-vis the U.S. 
dollar (OECD Financial Market Trends, October 
1985). The government of Japan has followed up its 


exhortations to consume more imports — and reduce 
protectionist sentiment in the United States and 
Europe — with a number of policy initiatives in the 
fourth quarter. First, the value of the yen appreciated 
by 20 per cent against the U.S. dollar following the 
September 22 meeting of G-5 nations; this rise was 
partly encouraged by higher interest rates in Japan. 
Second, the government announced that credit 
restrictions for household demand would be eased. It 
is hoped this will boost household credit demand by $4 
billion (U.S.) and provide some stimulus to imports, 
despite higher interest rates. Third, $700 million in 
loans at 5 per cent interest were made available to 
small and medium-sized firms that reorient from 
export to domestic markets (Japanese exports are 
dominated by large multinational companies) (FT 
21/9, 24/10, FP 7/12; GM 14/10). 


United States Economy 


The third quarter United States National Accounts 
reveal growth of 1.1 per cent in real GNP, compared to 
0.1 per cent and 0.5 per cent in the first two quarters of 
the year. All of the upturn in GNP occurred in final 
domestic demand (1.7 per cent), which outweighed a 
fall in inventory accumulation and a further erosion of 
real net exports. Price inflation, as measured by the 
implicit price index for GNE, remained near 2.5 per 
cent (at annual rates). The unemployment rate eased 
from 7.3 per cent to 7.1 per cent in the third quarter, 
and remained at this level in October. 


The growth of final domestic demand in the third 
quarter largely originated in consumer demand for 
durable goods (+6 per cent) and government current 
expenditure (+5 per cent). These gains offset the 
slowdown in consumer purchases of non-durable goods 
and services, and the decline in business fixed 
investment. The spike in consumer demand for 
durables reflected the 14 per cent jump in car sales—a 
record 12.5 million units at annual rates — that 
accompanied rebates and special discount financing 
rates offered by producers. With the expiry of these 
incentives in October, sales dropped to an annual rate 
of 9.6 million units. 


The deceleration of spending on non-durable goods and 
services to marginal growth is consistent with the 
sluggish performance of real disposable incomes: they 
were off 1 per cent in the quarter, and up only 1.1 per 
cent in the past year. The weakness of incomes, 
together with the increase in consumer outlays, 
reduced the personal savings rate from 5.1 per cent to 
2.7 per cent, a post-war low. The surge in government 
spending in the quarter largely reflects the effect of 
one-time support payments to farmers by the 
Commodity Credit Corporation. 


The volume of business fixed investment edged down 
by about 1 per cent in the quarter, leaving the year- 
over-year gain at 4 per cent. The quarterly decline 
was evident in both structures and durable 
equipment. The softening of capital outlays is 
consistent with the downward revision of business 
spending projections during 1985. According to the 
Commerce Department’s survey of business invest- 
ment plans, firms lowered their projected increase in 
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real spending from 7.3 per cent in January-February 
to 5.8 per cent in July-August. Most of the downward 
revision occurred in mining, from -0.6 per cent to -6.3 
per cent, and in manufacturing, from +10.4 per cent 
to +7.9 per cent. Restraint in business spending also 
was evident in non-farm business inventories, which 
changed little in the third quarter. In the business 
sector, the ratio of total stocks-to-sales was 1.36, 
compared to the 1.37 average of the previous four 
quarters. 


Real net exports declined by about $8 billion, as a 
result of weak exports and rising imports. The 
nominal merchandise trade deficit in September 
touched a record $168 billion (at annual rates). The 
steady erosion of the trade balance over the past three 
years has accompanied the sharp rise of the U.S. 
dollar. The dollar peaked in February 1985, but had 
hit two-year lows by the end of November. The recent 
downward movement of the dollar was encouraged by 
the September 22 meeting of the Group of Five (G-5) 
finance ministers in New York. The G-5 endorsed 
central bank intervention in recognition of the fact 
that "recent shifts in fundamental economic 
conditions... (had) not been reflected fully in exchange 
markets". The trade-weighted value of the dollar has 
declined about 5 per cent since this meeting, to bring 
the cumulative decline since February to nearly 20 per 
cent. 


Legend 


BCR - Bank of Canada Review 
BW - Business Week 

CP - Canadian Press 

Ecst - The Economist 

FP - Financial Post 

FT - U.K. Financial Times 
GM_ - Globe and Mail 

LaP -—- La Presse 

LeD - Le Devoir 

LeM —- Le Monde 

LPS - London Press Service 
MG ~- Montreal Gazette 
NYT - New York Times 
OW - Oilweek 

TS  - Toronto Star 

VP - Vancouver Province 
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Glossary 


Diffusion index: 


End point 
seasonal 
adjustment: 


External trade 
Balance-of- 
payments basis: 


Customs basis: 


Net exports: 


Terms of trade: 


Filtered, 
filtering: 


a diffusion index is a measure, 
taken across a group of time series, 
that indicates the uniformity of 
movement exhibited by the group. 
More precisely, for any given 
period the diffusion index is equal 
to the percentage of series in the 
group that are expanding during 
that period. The diffusion index 
thus indicates the dispersion or 
diffuseness of a given change in 
the aggregate. Since business 
cycle changes generally affect 
many economy processes diffusion 
indexes are useful in determining 
whether a change is due to cyclical 
forces. 


this procedure uses the data for the 
current period in estimating the 
seasonal factor for that period. In 
contrast the projected factor 
procedure calculates the seasonal 
factor for the current period by 
extrapolating past data. The end 
point procedure therefore allows 
changing seasonal patterns to be 
recognized sooner than _ the 
projected factor procedure. 


data which reflect a number of 
adjustments applied to the customs 
totals to make them consistent 
with the concepts and definitions 
used in the system of national 
accounts. 


totals of detailed merchandise 
trade data tabulated directly from 
customs documents. 


exports less imports. 


the ratio of merchandise export 
prices to merchandise import 
prices. This ratio can be calculated 
monthly on a customs basis from 
External Trade data, or quarterly 
on a balance of payments basis 
from GNP data. 


in general the term filtering refers 
to removing, or filtering out, move- 
ments of the data that repeat 


Final demand: 


Final domestic 
demand: 


Inventories 
By stage of 
processing: 


Labour market 
Additional 
worker effect: 


themselves with roughly the same 
frequency. In the context used 
here we refer to removing the high 
frequency, or irregular move- 
ments, so that one can better judge 
whether the current movement 
represents a change in the trend- 
cycle. Unfortunately all such 
filtering entails a loss of timeliness 
in signalling cyclical changes. We 
have attempted to minimize this 
loss in timeliness by filtering with 
minimum phase shift filters. 


final domestic demand plus 
exports. It can also be computed as 
GNP excluding inventory changes. 


the sum of personal expenditure on 
goods and services, government 
current expenditure, and gross 
fixed capital formation by 
Canadians. Final domestic de- 
mand can also be viewed as GNP 
plus imports less exports and the 
change in inventories; that is, it is 
a measure of final demand by 
Canadians irrespective of whether 
the demand was met by domestic 
output, imports or a change in 
inventories. 


within a given industry invento- 
ries may be classified depending on 
whether processing of the goods, 
from that industry’s point of view, 
is complete, is still underway, or 
has not yet begun. Inventories 
held at these various stages of 
processing are referred to as 
finished goods, goods in process, 
and raw materials respectively. 
Note that in this context the term 
raw materials does not necessarily 
refer to raw or primary commod- 
ities such as wheat, iron ore, etc. It 
simply refers to materials that are 
inputs to the industry in question. 


refers to the hypothesis that as the 
unemployment rate rises, the main 
income earner in the family unit 
may become unemployed, inducing 


Discouraged 
worker effect: 


Employed: 


Employment, 
Payrolls and 


Hours Survey: 


Employment/ 
Population 
Ratio: 


Labour force: 


related members of the unit who 
were previously not participating 
in the labour force to seek 
employment. This is also referred 
to as the ‘secondary worker effect’. 


refers to the hypothesis that as the 
unemployment rate _ increases, 
some persons actively seeking 
employment may become 
‘discouraged’ as their job search 
period is extended, and drop out of 
the labour force. 


persons who, during the reference 

period for the Labour Force 

Survey: 

(a) did any work at all, for pay or 
profit in the context of an 
employer-employee _ relation- 
ship, or were self-employed. It 
includes unpaid family work 
which is defined as work 
contributing directly to the 
operation of a family farm, 
business, or professional prac- 
tice owned or operated by a 
related member of the 
household; 

(b) had a job but were not at work 
due to own illness or disability, 
personal or family responsibili- 
ties, bad weather, labour 
dispute or other reasons 
(excluding persons on lay-off 
and those with a job to start at 
a future date). 


a monthly mail survey of most 
non-agricultural employers  col- 
lecting payroll information on the 
last week or pay period in the 
reference month, including figures 
on average hours, earnings, and 
employment. 


represents employment as a_ per- 
centage of the population 15 years 
of age and over. 


persons in the labour force are 
those members of the population 
15 years of age and over who, in 
the reference period were either 
employed or unemployed. 


Labour Force 
Survey: 


Paid worker: 


Participation rate: 


Unemployed: 


Monetary base: 
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is a monthly household survey 
which measures the status of the 
members of the household with 
respect to the labour market, in 
the reference period. Inmates of 
institutions, members of Indian 
Reserves, and full-time members 
of the Canadian Armed Forces are 
excluded because they are 
considered to exist outside the 
labour market. 


a person who during the reference 
period did work for pay or profit. 
Paid workers do not _ include 
persons who did unpaid work 
which contributed directly to the 
operation of a family farm, 
business, or professional practice 
owned and operated by a related 
member of the household. 


represents the labour force as a 
percentage of the population 15 
years of age and over. The 
participation rate for a particular 
group is the percentage of that 
group participating in the labour 
force. 


those who during the reference 
period: 

(a) were without work, and had 
actively looked for work in the past 
four weeks (ending with the 


reference week) and were 
available for work, 
or 


(b) had not actively looked for 
work in the past four weeks but 
had been on layoff (with the 
expectation of returning to work) 
and were available for work, 

or 

(c) had not actively looked for 
work in the past four weeks but 
had a new job to start in four weeks 
or less from the reference week, 
and were available for work. 


the sum of notes in circulation, 
coins outside banks, and chartered 
bank deposits with the Bank of 
Canada. Also referred to as the 
high-powered money supply. 
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Prices 


Commodity prices: daily cash (spot) prices of individ- 


Consumer prices: 


Implicit prices: 


Industry prices: 


ual commodities: Commodity 
prices generally refer to spot prices 
of crude materials. 


retail prices, inclusive of all sales, 
excise and other taxes applicable 
to individual commodities. In 
effect, the prices which would be 
paid by final purchasers in a store 
or outlet. The Consumer Price 
Index is designed to measure the 
change through time in the cost of 
a constant "basket" of goods and 
services, representing the pur- 
chases made by a particular 
population group in a specified 
time period. Because the basket 
contains a set of goods and services 
of unchanging or comparable 
quantity and quality changes in 
the cost of the basket are strictly 
due to price movements. 


prices which are the by-product of 
a deflation process. They reflect 
not only changes in prices but also 
changes in the pattern of expendi- 
ture or production in the group to 
which they refer. 


prices charged for new orders in 
manufacturing excluding dis- 
counts, allowances, rebates, sales 
and excise taxes, for the reference 
period. The pricing point is the 
first stage of selling after produc- 
tion. The Industry Selling Price 
Index is a set of base weighted 
price indices designed to measure 
movement in prices of products 
sold by Canadian Establishments 
classified to the manufacturing 
sector by the 1970 Standard 
Industrial Classification. 


Laspeyres price 
index: 


Paasche price 
index: 


Valuation 
Constant dollar: 


Current dollar: 


Nominal: 


Real: 


the weights used in calculating an 
aggregate Laspeyres price index 
are fixed weights calculated for a 
base period. Thus changes in a 
price index of this type are strictly 
due to price movements. 


the weights used in calculating an 
aggregate Paasche price index are 
current period weights. Changes 
in a price index of this type reflect 
both changes in price and 
importance of the components. 


represents the value of expendi- 
ture or production measured in 
terms of some fixed base period’s 
prices. (Changes in constant dollar 
expenditure or production can only 
be brought about by changes in the 
physical quantities of goods 
purchased or produced). 


represents the value of expendi- 
ture or production measured at 
current price levels. A change in 
current dollar expenditure or 
production can be brought about 
by changes in the quantity of goods 
bought or produced or by changes 
in the level of prices of those goods. 


represents the value of expendi- 
ture or production measured at 
current price levels. ‘Nominal’ 
value is synonymous with ‘current 
dollar’ value. 


‘real’ value is synonymous with 
‘constant dollar’ value. 
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Summary of Business Cycle Peaks and Troughs in Canada 1950-1982 


Monthly reference dates 


Recessions . Expansions 
June 1951 to December 1951 January 1952 to May 1953 
June 1953 to June 1954 July 1954 to January 1957 
February 1957 to January 1958 February 1958 to March 1960 
April 1960 to January 1961 February 1961 to May 1974 
June 1974 to March 1975 April 1975 to October 1979 
November 1979 to June 1980 July 1980 to June 1981 


July 1981 to December 1982 
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Data in Many Forms... 


Statistics Canada disseminates data in a variety of 
forms. In addition to publications, both standard and 
special tabulations are offered on computer print-outs, 
microfiche and microfilm, and magnetic tapes. Maps 
and other geographic reference materials are avail- 
able for some types of data. Direct access to aggregated 
information is possible through CANSIM, Statistics 
Canada’s machine-readable data base and retrieval 
system. 


How to Obtain More Information 


Inquiries about this publication and related statistics 
or services should be directed to: 


Econometric Analysis Division, 

National Accounts and Analytical Services, 

Statistics Canada, Ottawa, K1A 0T6 

(Telephone: 990-9161) or to the Statistics Canada 
reference centre in: 


St. John’s (772-4073) Sturgeon Falls (753-4888) 
Halifax (426-5331) Winnipeg (949-4020) 
Montreal (283-5725) Regina (359-5405) 
Ottawa (990-8116) Edmonton (420-3027) 
Toronto (973-6586) Vancouver (663-3691) 


Toll-free access is provided in all provinces and 
territories, for users who reside outside the local 
dialing area of any of the regional references centres. 


Newfoundland and Labrador > Zenith 0-7037 
Nova Scotia, New Brunswick 

and Prince Edward Island 1-800-565-7192 
Quebec 1-800-361-2831 
Ontario 1-800-268-1151 
Manitoba 1-800-282-8006 
Saskatchewan 1(112)800-667-3524 
Alberta 1-800-222-6400 
British Columbia (South and Central) 112-800-663-1551 
Yukon and Northern B.C. (area served 

by NorthwesTel Inc.) Zenith 0-8913 
Northwest Territories (area served by 

NorthwesTel Inc. Call collect 420-2011 
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purchased by using the attached order form, from local 
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through the local Statistics Canada offices, or by mail 
order to Publication Sales and Services, Statistics 
Canada, Ottawa, K1A OT6. 
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Preface 


The purpose of the Quarterly Economic Summary 
is to provide a quarterly description of macro-economic 
conditions and thereby to extend the availability of 
information on the macro-economy provided by the 
System of National Accounts. 


The publication provides a more detailed analysis 
than is available in the monthly Current Economic 
Indicators. In particular, the sectoral analysis of the 
data provides relevant information on industrial and 
regional developments. Tables of the source data, as 
well as transformations useful for current economic 
analysis are available in the Quarterly Economic 
Summary: Statistical Supplement. 


Technical terms and concepts used in this publication 
that may be unfamiliar to some readers are briefly 
explained in the glossary. More extensive feature 
articles will appear in this publication from time to 
time explaining these technical terms and concepts in 
more detail. 
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NOTE 


CANSIM Note 


CANSIM? (Canadian Socio-Economic Information 
Management System) is Statistics Canada’s 
computerized data bank and its supporting software. 
Most of the data appearing in this publication, as well 
as many other data series are available from CANSIM 
via terminal, on computer printouts, or in machine 
readable form. Historical and more timely data not 
included in this publication are available from 
CANSIM. 


For further information write to CANSIM Division, 
Statistics Canada, Ottawa, K1A OT6 or call (613)990- 
8200 


+ Official Trade Mark of Statistics Canada. 


Summary 
(based on the data available as of March 17, 1986) 


The acceleration of household demand evident in the 
third quarter continued into the fourth quarter. 
Consumer outlays for goods and services and housing 
accounted for virtually all of the 3.3 per cent increase 
in real final domestic demand in the second half of the 
year. Real gross domestic product (that is, real GNP 
adjusted to a domestic basis) rose a cumulative 3.4 per 
cent over the same period (including a 1.9 per cent 
gain in the fourth quarter), compared to 1.5 per cent in 
the first half of 1985. The gains in household demand 
were widespread, and led to significant increases in 
employment in goods-producing industries in most 
provinces. The acceleration in household demand also 
outweighed a slowdown in business capital formation. 
There was a slight reduction in the current account 
deficit in the fourth quarter, largely due to a small 
increase in exports to the United States coupled with 
sluggish import demand. 


Industrial production increased by 1.3 per cent in the 
fourth quarter, as output in the motor vehicle and 
consumer in semi and non durable goods industries 
continued to accelerate. This brought the cumulative 
gain in industrial production to 4.7 per cent in the last 
seven months of 1985, after declining marginally 
between July 1984 and May 1985. A pick-up in 
residential construction during the second half of the 
year, and steady growth in services, also contributed 
to an acceleration in total domestic output. 


The 3.3 per cent gain in final domestic demand in the 
second half of 1985 was largely attributable to 
household spending. Consumer outlays for goods and 
services rose a further 1.5 per cent in the fourth 
quarter. As in the third quarter, the gains were 
widespread, with particular strength in the motor 
vehicle, and household furnishings and equipment. 
With moderate growth in personal disposable income, 
the personal savings rate declined from over 13 per 
cent in the first half of the year to under 11 per cent in 
the second. Residential construction slowed from 11 
per cent growth in the third quarter to 8 per cent in the 
fourth. 


The unemployment rate edged down to 10.2 per cent in 
the fourth quarter, and subsequently fell to 9.8 per 
cent in January and February. Employment gains - 
particularly in the goods-producing sector - were 
partly offset by an upturn in participation rates in all 
major age and sex categories. All the major regions 
participated in the recent strengthening of 
employment, with the largest percentage increases 
occurring in Ontario and Quebec. 


Business investment in plant and equipment was 
little changed in the fourth quarter. In the year-end 
survey of investment, firms revised estimated 1985 
investment outlays down, and forecasted only 2.7 per 
cent nominal growth in 1986. Continued strength in 
manufacturing investment in central Canada was 
largely offset by weakness in primary industries and 
utilities, particularly those in eastern and western 
Canada. 


Operating income of industrial corporations before 
taxes and extraordinary items rose by 12 per cent in 
the fourth quarter, following several quarters of 
comparative stability. After allowing for 
extraordinary asset write-downs of $1.2 billion in the 
quarter, and a $300 million increase in taxes, net 
income declined by 18 per cent. Over three-quarters of 
the asset write-down occurred in the mining, 
petroleum, pipeline, and primary metals industries. 
These industries also cut back sharply on investment 
outlays in 1985 and 1986. 


The rate of non-farm business inventory accumulation 
slowed by $0.8 billion in the fourth quarter. On 
balance, stocks made little contribution to growth in 
1985. Over the course of the year, all manufacturing 
industries (except tobacco) recorded only marginal 
changes in the ratio of stocks to shipments. The 
January 1986 business conditions survey reported 
that manufacturers displayed little inclination to 
raise stock levels: only 4 per cent felt stocks were too 
low, while 20 per cent evaluated stocks as too high. 


Fourth quarter borrowing by the domestic non- 
financial sector of the economy was little changed 
from the year before. A strengthening of personal 
sector demand for credit was offset by lower demand 
for funds by government and non-financial private 
corporations. Firms stepped up net issues of equity as 
stock market prices reached record levels at year-end. 


The nominal current account deficit was $1.3 billion in 
the fourth quarter, compared to $1.6 billion in the 
third. An increase in the merchandise trade surplus 
was largely offset in the non-merchandise account. 
Most of the increase in merchandise trade originated 
in motor vehicle shipments to the United States. 


The implicit price index for GNE rose by 0.6 per cent 
in the fourth quarter, equal to its average quarterly 
increase since mid-1984. A slight upturn in prices for 
domestic demand, notably residential construction, 
was offset by a further decline in the terms of trade for 


Canada. The 4.0 per cent increase in the Consumer 
Price Index in 1985 was the lowest in 15 years. Prices 
for most commodities traded on international markets 
moved sharply lower in the first quarter of 1986, 
particularly for crude oil. 


After picking-up in the third quarter, demand in most 
major industrialized nations slowed in the fourth 
quarter. Real GNP growth in the United States 
slowed from 0.8 per cent to 0.2 per cent, while 
industrial production posted slow growth in Japan and 
the United Kingdom. A steady drop in import prices, 
due to a further decline in the international value of 
the U.S. dollar and lower crude oil prices, encouraged 
a drop in interest rates in most major OECD nations 
early in 1986. 


Output 


Real gross domestic product (that is, real GNP 
adjusted to a domestic basis) rose 1.9 per cent in the 

fourth quarter, after gaining 1.5 per cent in the third. 
Virtually all of the fourth quarter increase originated 
in household demand. Taken together, consumer and 
housing expenditures accounted for 90 per cent of the 
3.3 per cent increase of final domestic demand in the 
second half of 1985. Business investment in plant and 
equipment was little changed in the quarter, while the 
rate of stock accumulation declined. Continued strong 
gains in motor vehicle activity accounted for most of the 
fourth quarter gain in merchandise exports and 
imports. 


Industrial production increased by 1.3 per cent in the 
fourth quarter, responding to the gain in final 
demand. This brought the cumulative gain in 
industrial production to 4.7 per cent for the last seven 
months of 1985, a strong rebound from the marginal 
decline recorded over the ten-month period from July 
1984 to May 1985 (see Chart 1). Growth in total RDP 
fluctuated less than that of industrial output, as 
steady growth of about 1 per cent in services over the 
past five quarters has accompanied a surge in 
construction activity since early 1985. 


Figure 1 
Real Domestic Product & Industrial Production 
( 1984=100 ) 
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Slightly over one-third of the fourth quarter’s 1.1 per 
cent increase in manufacturing output originated in 
consumer semi and non-durable goods industries, such 
as food, and clothing and related. Export-oriented 
manufacturing industries, such as paper and allied 
and motor vehicles, also continued to gain. Industries 
oriented to business fixed investment —- notably 
machinery, metal fabricating, electrical products, and 
non-metallic minerals - posted a total decline of $80 
million as investment weakened in the quarter and 
new orders for future projects tapered off. 


Demand for services in RDP rose by 1.3 per cent in the 
fourth quarter, compared to an average quarterly gain 
of 1.1 per cent in the previous year. The increase was 
led by the trade industry, both wholesale and retail, 
where the quarterly gain strengthened to 2.9 per cent. 
This offset slowing growth - from 1.7 per cent to 0.2 
per cent — in the finance, insurance, and real estate 
industry (largely a product of reduced real estate 
commissions). Output in other business, personal and 
government services continued to grow by about 0.7 
per cent. 


The rate of real non-farm business inventory 
accumulation slowed by $0.8 billion in the fourth 
quarter. This prolonged the pattern, discernible over 
the past six quarters, of the alternating positive and 
negative contributions made by inventories to real 
GNE. Viewed on an annual basis, non-farm business 
inventories contributed about 10 per cent to the 
growth of real GNE in 1984 and nearly zero in 1985. 
This broad alignment of stocks and sales was reflected 
in the business conditions survey, in which less than 5 
per cent of firms have reported stock levels as being 
too low in January 1986. 


Figure 2 
Ratio of Manufacturing Inventories 
to Shipments in Constant Dollars 
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During the past year, the largest change in stock 
levels has been a $1 billion rebuilding of stocks by 
retail motor vehicle dealers. Few other industries 
recorded changes large enough to significantly alter 
their stock-to-shipments ratio (see Table 1). Within 
the manufacturing sector, the overall stock-to- 
shipment ratio edged down from 1.78 to 1.69 during 
the course of 1985. All industries (with the exception 
of tobacco) recorded movements of less than 0.20 
points in this ratio. 


TABLE 1. Stock-to-Shipment Ratio in Manufac- 


turing 
(in constant dollars) 
January December 
1985 1985 

Total stocks 

Total manufacturing 1.78 1.69 
Durable goods ag} 1.66 
Non-durable goods 1.85 1.73 

Finished goods 
Food 0.56 0.59 
Tobacco 3.25 2.42 
Rubber 0.90 0.89 
Leather 0.85 0.83 
Textiles 0.85 0.70 
Clothing 1.07 0.92 
Knitting 0.73 0.56 
Wood 0.83 0.73 
Furniture 0.55 0.44 
Paper 0.43 0.49 
Printing 0.22 0.24 
Primary metal OF73 0.77 
Metal fabricated 0.49 0.51 
Machinery Ot 0.77 
Transportationequipment 0.18 0.18 
Electrical products 0.91 0.88 
Non-metallic minerals 0.76 0.67 
Petroleum 0.75 0.62 
Chemical 0.84 0.90 


Miscellaneous 0. 85 0.77 
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Household 


Household demand for consumer goods and housing 
continued to strengthen in the fourth quarter, 
accounting for most of the increase in expenditures and 
domestic output. The growth of household spending, 
partly financed by a further decline in personal saving, 
continued to affect all types of goods and all major 
regions of Canada. The upward trend of employment 
accelerated in the fourth quarter, as a result of a surge 
in the goods-producing industries, especially the 
primary sector and construction. Up to February, 
robust employment growth was accompanied by an 
increase in the size of the labour force resulting in only 
a slight improvement in the unemployment rate. 
Labour income growth was modest while wage 
increases won in major collective agreements remained 
moderate. Strong increases in Quebec and Ontario 
were offset by a weakening in the eastern and western 
regions where employment growth continued to lag. 


Real personal expenditures for goods and services, 
which have been growing for more than a year, 
continued to climb at the same rapid rate (1.5 per cent) 
during the fourth quarter of 1985. The total increase 
since the third quarter of 1984 is 7.9 per cent. 


As in the third quarter, the fourth quarter increase in 
personal expenditures affected all categories (see 
Table 2). Spending on goods accelerated slightly 
owing to a rise in housing-related sales, which 
accompanied an upswing in residential construction 
outlays. New car sales slowed from 4.6 per cent 
growth in the third quarter to 3.0 per cent in the 
fourth. Services expenditures advanced at roughly the 
same pace as in the third quarter (1.1 per cent). 
Spending growth continued to be partly financed by a 
reduction in the savings rate, from 10.9 per cent to 
10.2 per cent of personal disposable income. Personal 
disposable income posted a moderate gain (1.5 per 
cent), reflecting a modest 1.4 per cent increase in 
labour income. 


TABLE 2. Distribution of Personal Expenditures, 
1985 


Second Fourth 
Total Half, Quarter, 
19851 19851 19851 


Real expenditures for 


goods and services 5.2% 6.7% 6.1% 
Total, goods 6.4% 8.4% 7.4% 
Durable goods 11.1% 15.1% 13.0% 


New passenger cars 18.5% ZA 12.5% 
Household 


appliances 9.3% 27.9% 49.6% 
Semidurable goods 5.7% 7.7% 7.0% 
Clothing and footwear 5.6% 6.7% 6.6% 
Home furnishings 6.4% 11.5% 9.5% 
Non-durable goods 3.3% 3.6% 3.6% 
Food and beverages 4.9% 4.2% 2.8% 
Total, services 3.6% 4.4% 4.5% 


1Percentage change with respect to the previous 


period level, at annual rate. 


The monthly breakdown reveals that retail sales of 
goods (in constant dollars) were up in October (0.4 per 
cent) and November (2.0 per cent), but remained 
almost unchanged in December. Sales of durable 
goods grew steadily throughout the quarter, while 
sales of semi-durable and non durable goods (except 
for items related to housing demand) fell in December. 
There were lower sales of clothing (-1.3 per cent), 
footwear (-7.0 per cent), books (-2.9 per cent) and food 
‘-0.9 per cent) in December. These items improved 
only slightly during the year, especially clothing and 
footwear, which were up 1.8 per cent and 1.9 per cent, 
respectively, between March and December 1985. 
Book sales decreased by 0.6 per cent over the same 
period. Figure 3 shows the strong correlation since 
1981 between the trends for real personal disposable 
income and total expenditures for services, semi- 
durable goods and non-durable goods. 


Figure 3 
Personal Income and Consumer Spending 
Income _ Spending 


Capital expenditures for new housing accelerated 
from 14.3 per cent in the third quarter to 16.7 per cent 
in the fourth. 


Work-put-in-place on single-family units (+19.6 per 
cent) and apartment buildings (+11.8 per cent) was 
particularly strong during the quarter, as Table 3 
clearly shows. The steady growth of residential 
investment outlays during the year was accompanied 
by rising mortgage credit following declines in 
nominal mortgage rates and an improvement in 
employment. The growth rate of residential 
investment slowed from 11.4 per cent in the third 
quarter to 8 per cent in the fourth due to a 3.4 per cent 
decline in real estate commissions. 


Figure 4 
ROP Residential Construction 
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TABLE 3. Residential Investment Expenditures, 1985 


Percentage change 
Quarterly level from previous quarter 

Type of expenditure 

I II Ill IV I II Ill IV 
(millions of constant 1971 dollars) 

Residential investment 1,387 1,521 1,694 1,830 1.7 9.7 11.4 8.0 
Total, housing 720 784 896 1,046 4.0 8.9 14.3 16.7 
Single-family 527 559 658 7187 -5.0 6.1 be fet f 19.6 
Semi-detached and duplexes 24 25 30 31 ay i | 4.2 20.0 3.3 
Row 32 39 oi 38 -8.6 21.9 -5,1 2a, 
Apartments 137 162 170 190 Zee, 18.2 4.9 11.8 
Other expenditures 674 746 804 790 71.8 10.5 1.9 1.7 
Improvements 319 342 360 364 1.6 2 5.3 1.1 
Mobile homes 13 22 20 16 -27.8 69.2 ~ -9.1 -20.0 
Cottages 5 9 8 - 80.0 -11.1 - 
Real estate commission Bol 373 416 402 =2ieZ 10.7 11.5 -3.4 


In December, housing starts in urban centres 
dropped by 10.6 per cent, and by a further 11.2 per cent 
in January to 152,000 and 135,000 units respectively. 
In view of the more favourable performance of other 
leading indicators of residential construction during 
the same period, however, this slowdown should not be 
interpreted as a strong signal. Firstly, the decline in 
the residential component of the composite leading 
indicator was marginal (-0.46 per cent) and should 
have only a minor impact on future work-put-in-place; 
secondly, the filtered index of building permits turned 


positive in November (+ 0.4 per cent) after falling in 
October (-1.2 per cent), and housing resales (filtered 
series) continued to climb slowly. Preliminary data 
for January 1986 indicate that building permits 
issued rose to 171,000 units in urban areas, up 17.8 
per cent over December. This surge was seen in all 
regions except the Atlantic provinces and British 
Columbia. Quebec experienced the largest increase 
(37.2 per cent), bringing building intentions in the 
province up to 45,700 units. 


TABLE 4. Leading Indicators of Residential Construction, 1985 


Quarterly 
Monthly percentage change percentage 
change 
Composite Seasonally 
leading Filtered adjusted 
indicator index of Housing consumer 
(residential building sales confidence 
component) permits filtered! index2 
January +1.72 +0.1 
February +1.87 +0.9 +5.16 
March +1.58 +4.3 +4.41 + 2.56 
April +243 meee: + 3.65 
May + 3.34 +3.9 +2.80 
June oto +7.6 +2.01 + 6.06 
July +3.73 +7.0 +1.29 
August +6.09 +2.8 +1.01 
September + 6.65 +0.3 + 0.87 + 8.26 
October +4.72 -1.2 +0.61 
November + 2.43 +0.4 + 0.46 
December -0.46 + 0.05 + 2.68 


1 Source: Canadian Real Estate Association (sales through the Multiple Listing Service). 


2 Source: The Conference Board of Canada. 


The single-family housing market wes a key factor 
in investment growth in 1985. Building intentions 
peaked at 106,600 units in September, easing 
somewhat in the fourth quarter but remaining at 
comparatively high levels (98,900 units in October, 
84,400 in November and 86,400 in December). 
Estimated building permits for January 1986 soared 
to 114,000 units, a record for this type of housing. This 
upswing in building intentions occurred in all regions 
(Atlantic +41.0 per cent, Quebec +55.5 per cent, 
Ontario +4.4 per cent and Prairies + 8.7 per cent) 
except British Columbia (-15.6 per cent); it should help 
sustain work-put-in-place at an appreciable level in 
the first quarter of 1986. The increased activity that 
prevailed throughout the year in the single-family 
market was accompanied by a gradual rise in the New 
Housing Price Index (NHPI), which accelerated in the 
fourth quarter. This rapid rise in the price indexes, 
shown in Table 5, was most prevalent in metropolitan 
areas of Ontario, Quebec and Alberta. 


In the multiple housing market, starts in urban 
centres peaked at 77,000 units in November 1985. 
Two straight months of decreases followed, however, 
as the level dropped by 27.3 per cent in December and 
5.4 per cent in January, to 53,000 units. Ontario 
almost exclusively accounted for the first decline, 
recording a mere 12,300 units in December - the 
market in the province had been stable since mid-year. 
The January decrease originated in Quebec and, to a 
lesser extent, in Ontario. British Columbia 
experienced a sharp upturn (11,600 units) following a 
long period of decline. This was due to increased 
construction of social housing and condominiums. 
Condominiums grew in importance, accounting for 
47.7 per cent of total housing starts in 1985, compared 
with 24.7 per cent in 1984 and only 12.1 per cent in 
1983. 
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TABLE 5. New Housing Price Index by Metropolitan Area, 1985 
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The increase in household demand for durable goods 
and housing during 1985 was accompanied by 
accelerating employment growth in the goods- 
producing industries. 


In the second half of 1985, the employment growth 
rate in the goods sector (1.2 per cent), fuelled by the 
primary and construction industries in particular, 
moved closer to the rate for the services sector (2.0 per 
cent). The fourth quarter of 1985 was one of the few 
quarters during the expansion when the goods 
industries posted a higher rate of employment growth, 
reflected in a firming of fulltime employment. 
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Employment in the goods industries rose at an 
especially rapid pace between October and February. 
Over this period, these industries gained some 166,000 
jobs, accounting for nearly 46 per cent of total 
employment growth (13.6 per cent) since the low point 
of November 1982. Since the low point in the 1981- 
1982 recession, 821,000 (11.2 per cent) jobs have been 
created in the service industries. In 1985, the largest 
employment gains were recorded in construction (2.4 
per cent), trade (3.8 per cent) and community, business 
and personal services (4.7 per cent), as shown in Table 
6. 


TABLE 6. Distribution of Employment by Industry 


11 


Percentage change from previous period February 
1985 1986 
Industry 
[st 9nd 
Total half half 1Q 2Q 3Q 4Q (1) (2) 

Non-agricultural . 

paid workers 2.75 1.05 1.86 0.25 1.32 0.56 1.28 8.3 4.8 
Primary industries 

excl. agriculture 0.34 -2.81 3.82 -2.04 -0.69 2.33 3.64 13.0 -1.5 
Manufacturing 0.66 -0.29 0.56 -0.60 OZ -0.13 1.18 8.8 -3.3 
Construction 2.67 -0.17 2.24 -1.89 2.86 -0.79 3.26 13.6 -1.4 
Transportation, 

communications, 

other utilities 3.04 1.38 3.41 0.86 1.74 2.02 1.01 3.6 -1.2 
Trade aa hs! 2.00 0.71 0.65 2.08 -1.12 1.64 11.7 9.6 
Finance, insurance 

and personal 

services -0.32 -2.84 2.06 2.47 0.91 1.01 1.16 TZ 10.7 
Community, 

business and 

personal services 4.71 2414 25l0 0.87 1.93 0.95 0.46 8.4 13.0 
Public 

administration 1.41 0.21 2.63 0.38 -0.42 2.20 P28 Se 5.1 


(1) Percentage change with respect to the average for 1983. 
(2) Percentage change with respect to pre-recession level (1981 average). 


Following the gradual improvement recorded during 
the year, the unemployment rate edged downward 
between the third and fourth quarters of 1985 (10.2 
per cent). After remaining steady in the third quarter, 
participation rates turned upward in the fourth 
quarter, offsetting the large employment gains. The 
improvement in the unemployment rate was more 
pronounced in December (10.0 per cent) and January 
(9.8 per cent), the result of exceptional employment 
growth (126,000). Total labour force continued to 
expand rapidly, propelled by increased participation 
among all age-sex groups. 


The labour force participation rate rose steadily 
between October and February to a record 66.1 per 
cent. Substantial increases for women and young 
people were echoed by smaller gains for men 25 and 
over. This upswing culminated the cyclical recovery 
for men aged 15 to 24, as their rate of 72.3 per cent was 
equal to its most recent peak (recorded in 1981). Men 
aged 25 and over were the only major group whose 
participation rate is still below the 1981 level. A 
complete cyclical recovery for this group from the 
1981 level would bring 140,809 new entrants into 
the labour force, equivalent to 1.1 points on the 
unemployment rate. The participation rates for young 
women surpassed the 1981 peaks in 1983, while the 
rates for older women drifted upward through the 
1981-82 recession. 
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Figure 5 
Female Participation Rates 
Heads or With Others 
SPouses presohoolers 
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The total rise in the female labour force has been 
about 530,000 since 1981, and the overall 
participation rate has climbed from 51.7 per cent. to 
54.3 per cent. This growth is partly associated with 
family and school attendance characteristics. A much 
sharper upward trend is evident for women with 
preschool-age children than for other women. Their 
participation rate jumped from 47.7 per cent in 1981 to 
56.1 per cent in 1985, an average annual increase of 


Figure 6 


Female Employment (cumulative change in 000’s) 
Part time With ohildren 


2.2 per cent. This translates into 153,000 new 
entrants to the labour force. Similarly, the 
participation rate of women aged 15 to 24 attending 
educational institutions rose substantially, from 34.7 
per cent in December 1981 to 39.3 per cent in 
December 1985. Over the same period, an increase of 
39,000 women students was accompanied by a jump of 
56,000 new labour force entrants who were 
simultaneously attending school. 


TABLE 7. Female Labour Force Characteristics 
(in thousands) 
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First 
1985 1985 % difference 

Employment in services 3,648 4,018 10.1 370 
Labour force, 15 years and over 4,850.7 5,380.7 10.9 530.0 
Labour force, growth adjusted 

by population change 4,850.7 5,120.2 5.6 269.5 
Labour force, growth adjusted 

by participation rate change 
Heads or spouses of families S,a20 3, 00410 6.2 20795 
Mothers with pre-school aged children (BPAE 861.1 17.6 128.9 
Mothers with children less than 

16 years (but more than 5 years) 1,015 1,086.3 7.0 Cd as 
Other women (unattached, single children 

and other parents) O25. 155 ieo Zee 3970 


The large influx of women to the labour force since 
1981 has been accompanied by substantial increases 
in part-time employment. Nearly one-third of the 
employed women with at least one preschool-age child 
had part-time jobs, and the percentage was even 
higher among women workers attending school full- 
time. Those percentage compare with a share of 24 per 
cent for female heads or spouses of families and 26 per 
cent for the total female group. Since 1981, there was 
a net gain of 270,916 (18.2 per cent) part-time jobs, 
compared with 35,167 (0.4 per cent) full-time 
positions. Over the same period, female part-time 
employment registered a net gain of 188,800 (17.6 per 
cent). This "job sharing" is associated with the 
increasing size of the service sector, which has 
traditionally provided a much larger proportion of 
part-time employment than other industries. 
Employment growth in services was up 7.2 per cent, 
compared with a 7.6 per cent drop in goods-producing 
industries (excluding agriculture). 


In the fourth quarter, as in 1985 as a whole, household 
incomes and expenditures increased in all regions. 


In most regions, employment and labour income 
accelerated in the second half of the year. Labour 
income in Ontario grew with an exceptional vigour: 
the rate, expressed in annual terms, jumped from 7.1 


per cent in the first half of the year to 9.8 per cent in 
the second half. The corresponding figures for the 
other regions are about 5.9 per cent and 6.5 per cent, 
respectively. Labour Force Survey data show that 
employment growth was more evenly distributed 
among the regions in the latter half of 1985. 


The nominal value of retail sales did not reflect the 
accelerating growth of employment and labour 
income. The upward trend in sales slowed during the 
year in all regions, except Quebec and Ontario, which 
posted appreciable increases in the fourth quarter. A 
surge in urban housing starts was sustained longer in 
Ontario and the western provinces. 


As shown in Table 8, the upturn in labour force 
participation rates during the year affected all 
regions. The increase was smaller in Ontario, 
however, and produced a greater improvement in the 
province’s unemployment rate. While the 
unemployment rate in most regions was higher than 
or the same in the fourth quarter as in the third, it 
dropped from 8.0 per cent to 7.5 per cent in Ontario. 
The strong recovery of employment in the goods 
industries in January and February should continue 
to improve labour market conditions in most regions 
in the first quarter of 1986. 
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TABLE 8. Household Statistics by Region 


1985 
1983/ 1984/ [st 2nd 
1984 1985 half half 3Q 4Q 
per cent 
Urban housing starts! 
Canada -15 23 10.7 24.6 16.8 2.6 
Atlantic -18.6 48 25.1 eee 29.9 -14.8 
Quebec 113 18.6 115 9.4 Qiled 55 
Ontario -15 Dall 17 28.4 D3 -4.7 
Prairies -45 15 -15.5 all 29.9 20.9 
British Columbia -23 18 8.3 25.3 19.9 14.5 
Nominal retail sales} 
Canada 9.5 10.6 5.9 5.5 27 2.9 
Atlantic 10.5 10.4 6.5 4.1 1.8 1.9 
Quebec 12.9 9.0 yl 4.6 1.9 2.6 
Ontario 10.6 11.6 6.8 Seo Moe 3.6 
Prairies 5.1 11.7 7.6 4.8 29 0.7 
British Columbia 6.5 8.5 4.7 5.1 3.0 0.9 
Wages and salaries! 
Canada 6.0 7.0 3.3 Sali 2.1 1.4 
Atlantic 7.6 6.2 PA Sy 2.0 WS 
Quebec 6.9 6.4 3.3 3.0 1.4 0.8 
Ontario 7.6 8.0 ano 4.8 B55 Dee, 
Prairies 3.6 6.3 3.4 Bhatt 1.6 hey 
British Columbia 1.2 5:7 2.3 3.4 2.7 0.2 
1985 
1983/ 1984/ 1st 2nd 
1984 1985 half half 3Q 4Q 
per cent 
Employment (LFS)! 
Canada 2.5 2.8 es 1.6 0.5 1.0 
Atlantic 2.6 1.6 0) 1.9 1.0 1.0 
Quebec 310 3.0 1.6 2.0 0.4 es} 
Ontario 3.6 3.8 2.0 1-2 -.3 1.3 
Prairies 0.6 1.6 3 2.0 daz 1.0 
British Columbia 0.4 Ded 5 18 0.7 0.6 
rate 

Unemployment rate? 
Canada 11.3 10.5 10.8 10.2 10.3 10.2 
Atlantic 15.4 15.9 16.3 15.5 15.5 15.4 
Quebec 12.8 11.8 12.0 1 erg 11.6 PL8 
Ontario 9.1 8.0 8.3 ad 8.0 1.5 
Prairies 9.9 9.2 9.6 8.7 8.8 8.7 
British Columbia 14.8 14.2 14.5 13.9 13:0 14.3 
Participation rate? 
Canada 64.7 65.2 65.1 65.4 65.2 65.6 
Atlantic 56.5 56.9 56.8 57.0 56.8 57.2 
Quebec GIES 62.2 61.8 62.5 62.1 62.9 
Ontario 67.4 68.0 68.0 67.9 67.8 68.1 
Prairies 69.0 69.1 68.9 69.4 69.2 69.6 
British Columbia 64.0 64.3 64.2 64.4 63.9 64.8 


1 Percentage change from previous period. 
2 Level. 


The average wage increases of 3.7 per cent won in 
major collective agreements in the fourth quarter 
were virtually unchanged from the 3.8 per cent in the 
third. 


The quarterly wage rises for new settlements were 
about equal to the annual base rate increases in both 
1985 (3.5 per cent) and 1984 (3.6 per cent). These 
increases represent the lowest on record since the 
inception of the series in 1967. However, bargaining 
activity was light in 1985; only 801,300 workers 
signed agreements last year, compared to 1,145,300 in 
1984 and 1,533,600 in 1983. 


As was the case in 1984, most of the new settlements 
originated in the commercial sector, which posted a 3.5 
per cent average wage increase. Approximately 
108,400 workers who concluded new agreements were 
employed in the manufacturing industry, mostly in 
food and beverages, primary metals, transportation 
equipment and electrical products industries. These 
agreements provided for effective average increase of 
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4.3 per cent compared to 4.0 per cent in 1984. Another 
large number of workers with new agreements were 
employed in the transportation, communication and 
other utilities industry; of those employees, about 60 
per cent worked in CN Rail and CP Rail, B.C. 
Telephone, Bell Canada, Canada Post and Ontario 
Hydro.! Wage rates in this industry decelerated, from 
an effective increase of 4.1 per cent in 1984 to 3.4 per 
cent in 1985. The agreements signed in the non- 
commercial sector mostly originated in Ontario where 
the average rate of increase was the highest. These 
increases, however, were partly offset by a weakening 
in the eastern and western regions. The average rate 
of effective increases in 1985 was 3.6 per cent, 
compared to 3.8 per cent in 1984. Table 9 presents the 
average annual increases in base rates, by major 
jurisdiction. It shows the acceleration in Quebec and 
Ontario, following the notable upturn of employment 
during the last two years. 


1 Major Wage Settlements, Collective Bargaining 


Division, Labour Canada. 


TABLE 9. Average Annual Increases in Base Rates, by Major Jurisdiction* 


All industries 


Canada 


East 
Quebec 
Ontario 
West 
Federal 


“Percentage change with respect to the previous year. 


1983 1984 1985 
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Investment 


The most recent data show a softening of business 
investment in plant and equipment. Investment outlays 
were unchanged in the fourth quarter, while 
investment for 1985 was revised down from the mid- 
year intentions as expressed in the survey of Public and 
Private Investment (PPI) results. Firms projected little 
growth in nominal spending in 1986, as continued 
strong gains in manufacturing investment were largely 
offset by cutbacks in primary industries and utilities 
spending. These latter industries accounted for the 
bulk of asset write-downs of more than $1 billion in the 
fourth quarter, a reflection of the depressed outlook for 
demand and profitability in the resource-based sectors 
of the economy. 


According to the preliminary actual estimates of the 
PPI survey for 1985, nominal business investment 
rose by 8.5 per cent. This is $1.0 billion down from the 
mid-year estimate made in May-June 1985. The 
downward revision was most evident in the goods- 
producing industries, while investment strengthened 
in the financial and commercial services industries 
(see Table 10). 


TABLE 10. Business Investment, Mid-year and Preliminary Actual for 1985 PPI 


(millions of current dollars) 


Mid-year 
1985 
Agriculture and fishing 4,136 
Forestry 203 
Mining 11,317 
Construction 1,360 
Manufacturing 11,537 
Utilities 14,100 
Trade 2.342 
Finance 5,143 
Commercial services 5 957 
Total 56,125 


Preliminary 
actual 1985 Difference 
3,867 -269 
203 0 
10,667 -650 
1,413 +53 
11,003 -534 
13,551 -549 
DABS UL -40 
5,531 +388 
6,524 +567 
55,091 -1,034 


The PPI for 1986 calls for a 2.7 per cent gain in 
nominal capital investment outlays. (In the last 
quarter of 1985, nominal spending stood 2.8 per cent 
above the average for 1985.) The increase is led by 
manufacturing industries, which recorded a 24 per 
cent gain in 1985 and plan a further 17 per cent 


growth in 1986. About half of this $1.9 billion 
increase in manufacturing industry originates in 
transportation equipment, notably the auto industry. 
Other manufacturing industries plan to slow the rate 
of increase of their capital spending, as do most service 
industries (see Table 11). 


TABLE 11. Change in Nominal Investment Outlays, PPI Forecast for 1986 


Agriculture and fishing 
Forestry 
Mining 

Metal mines 

Oil and gas 
Construction 
Manufacturing 

Transportation equipment 
Utilities 
Trade ; 
Finance and real estate 
Commercial services 


Total business 


The increase in investment by manufacturing and 
services is largely offset by investment plans in 
primary industries and utilities (see Figure 7). These 
industries -— accounting for half per cent of total 
business investment in 1985 — have steadily cut back 
investment each year since 1982. The drop in 1986 
plans totals $1.3 billion, falling to $27.0 billion. The 
weakness is most pronounced in mining industries, 
agriculture, and electric power utilities. (The PPI 
survey was conducted in November and December, 
before the steep drop in oil prices in the first quarter of 
1986.) 


First difference Per cent 
(millions of current dollars) change 
-273 24:0 
+6 + 3.0 
-808 £76 
-205 -15.4 
-396 -4.6 
+54 +3.8 
+ 1,883 +17.1 
+957 +71.5 
-244 -1.8 
+114 +4.9 
+297 +5.4 
+372 +5.7 
+1,401 +2.7 
Figure 7 
Annual Business Investment in PPI, Current Dollars 
Overall Primary Ind 
Total & Utilities 
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The uneven industrial distribution of gains in 
investment, indicated by the PPI forecast for 1986, 
was reflected in the regions. Ontario, with its large 
manufacturing base, recorded the strongest gain in 
business investment intentions in 1986 - up $2,100 
million in total, including a $1,440 million gain in 
manufacturing. Quebec, which also has a relatively 
large manufacturing sector, also posted a gain — $350 


million. Increased spending plans by utilities in 
Manitoba and in the oil and gas industry in Alberta 
led increases of $118 million and $815 million, 
respectively in these provinces. Cutbacks by primary 
industries and utilities prompted the decreases 
recorded in the Atlantic Region (-$684 million) and 
British Columbia (-$714 million). 


TABLE 12. Regional Distribution of Business Investment by Industry 1985 and 1986 


(millions of current dollars) 


Total 
Primary industries and construction 
Manufacturing 
Utilities 
Total services 
Ontario 
1985 1986 

Total 19,259 21,360 
Primary industries 

and construction 2,162 2,081 
Manufacturing 5,580 7,023 
Utilities 5,282 5,238 
Total services 6.23) 7,018 


The 2.7 per cent gain in nominal business investment 
projected by the PPI is considerably below the 12.6 per 
cent increase forecasted by the Department of 
Regional Industrial Expansion (DRIE) survey of large 
firms. This discrepancy reflects a number of 
differences between the two surveys. The most 
important is that the industries covered and the 
sample size are not really comparable. There also 
appear to be systematic differences in the 1986 
investment plans of large and small firms, and the 
DRIE survey is conducted only among large firms. It 
should also be noted that the surveys are taken at 
different times of the year. 


Atlantic region Quebec 

1985 1986 1985 1986 
4,190 3,506 10,283 10,630 
2,027 1,214 1,311 1,266 
686 661 3,282 3,468 
703 795 2,980 2912 
T74 836 2,710 2,924 

Prairies British Columbia 
1985 1986 1985 1986 
14,472 15,225 5,615 4,902 
8,451 8,793 1,086 988 
1224 770 730 964 
2,799 2,943 1,659 1,309 
2,499 2,719 2,140 1,641 


The PPI is a survey of the investment plans of over 
25,000 firms. It is conducted in November and 
December of each year, with a revised estimate, based 
on a survey in May and June, issued at mid-year. The 
PPI is subsequently revised using the preliminary 
actual and actual results of the survey. The DRIE 
survey is conducted twice a year, in April and October, 
and covers about 270 large firms. In 1985, these large 
firms accounted for about 50 per cent of total nominal 
business investment. In terms of industries covered, 
the PPI includes the agriculture and fishing, 
construction and other industries, which are excluded 
from the DRIE coverage. According to the PPI, these 
industries accounted for 11 per cent of total business 
investment in 1985. 


Table 13 presents data on the coverage of each 
industry by the two surveys (industry definitions are 
not precisely the same, notably the grouping of oil 
company expenditures upstream and downstream in 
the non-manufacturing sector of the DRIE survey). 
The 50 per cent coverage of the PPI results by the 
DRIE survey is about equally spread between the 
manufacturing and non-manufacturing sectors. 
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Coverage is highest in industries dominated by large 
firms, such as transportation equipment, integrated 
oil, pipelines, communications, and electric power 
utilities. Coverage by DRIE is relatively weak in 
manufacturing of non-durables, transportation and 
storage, and is less than 10 per cent in trade, financial, 
and commercial service industries. 


TABLE 13. Comparisons of Business Investment in DRIE and PPI Surveys 


(millions of current dollars) 


(1) (2) 


Level Level 
in DRIE in PPI 
in 1985 in 1985 
Manufacturing 
Food and beverages 522 944 
Forestry products 1,451 2,304 
Primary metals 973 1,500 
Chemicals 439 845 
Transp. equipment 1,025 1,338 
All other mfg. 

(excl. Petroleum) 1,358 3,936 
Total 5,768 10,916 
Non-Manufacturing 

Mines 1,162 2,146 
Petroleum and gas 

(excl. Refining) 7,098 8,807 
Pipelines 1,249 1,183 
Transp. and storage 23! 3,412 
Communications 2545 2,906 
Electric power util. 4,999 5,903 


Trade, Financial, and 


commercial services 1,127 14387 
Total 19,411 38,744 
Industries excluded 

from DRIE 

Agriculture and fishing - 3,867 

Construction = 1,413 

Other A 148 
Total - 5,428 
Total business invest. 255179 55,090 


(5) 


1986 
DRIE (6) 
per cent Difference 
change between 
(3) (4) applied DRIE and 
Coverage PPI to 1985 PPI for 
ratio forecast PPI 1986 
(1/2) for 1986 level (4-5) 
Qa5 978 879 + 99 
0.62 2,673 2,909 -236 
0.65 1,508 2,044 -536 
0.52 958 1,156 -198 
OMT 2,296 1,975 ge aval 
0.35 4,355 4,780 5475 
0.53 12,768 13,742 -974 
0.54 1,735 Ciao -496 
0.87 8,474 9,480 -1,006 
1.06 1135 1,437 -302 
0.36 3,126 3,606 -480 
0.88 SH Wa 3,245 -118 
0.85 Dye 6,019 -267 
0.08 T5171 17,461 -2,290 
0.50 38,520 43,479 -4,959 
- 3,595 3,595 
- 1,466 1,466 
- 168 168 
- 5,228 5,228 
0.46 56,515 62,450 -5,935 
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Forecast results for investment by industry are also 
presented in Table 13. Of the $6.0 billion discrepancy 
between the two surveys, $2.3 billion originates in the 
services sector, where large firms in the DRIE survey 
account for only 8 per cent of all capital spending. A 
further $2.3 billion discrepancy originates in the 
mining, petroleum, pipelines, and primary metals 
industries. These industries experienced considerable 
weakness in demand during the fourth quarter, and 
wrote-down their assets by over $1 billion in the 
quarter. This reassessment of the economic viability 
of past investments could have been reflected in 
curtailed capital spending plans noted in between the 
time the DRIE survey was conducted in October and 
the year-end PPI. (These same industries revised 1985 
capital spending downward by $803 million in the 
months between the DRIE survey in April and that in 
October.) 


There is some corroborating evidence in the 
Conference Board survey of business attitudes that 
small and medium-sized firms are planning to invest 
less than large firms in 1986. (Table 14 presents the 
results of the Board’s fourth quarter survey of 714 
firms.) In particular, a larger proportion of small and 
medium-sized firms than large firms are planning no 
change at all in investment (36 per cent compared to 
32 per cent) or only a marginal increase of 1 per cent to 
9 per cent (27 per cent versus 20 per cent of large 
firms). Conversely, more large firms (26 per cent) plan 
gains of 10 per cent to 19 per cent in investment 
spending compared to 16 per cent of small and 
medium-sized firms. 


TABLE 14. Results of Conference Board Survey of Investment Plans, by Size of Firm 


Plan 
Sample increase Up Up No 
size 20% or more 10%-19% 1%-9% change Decrease 
per cent 
Large 118 12 26 20 32 9 
Medium 229 12 19 26 35 8 
Small 367 14 13 29 37 8 
Total 714 13 17 26 35 8 


The quarterly survey of profits of industrial 
corporations recorded a sharp divergence between net 
income before and after income taxes and 
extraordinary items in the last three months of 1985. 
In particular, net income before taxes and 
extradodinary items rose by $1,490 billion, but 
dropped by $654 million after these adjustments (see 


Figure 8). Most of this discrepancy reflects the effect 
of $1,509 million in asset write-offs, particularly in 
resource-based industries. (Slightly over three 
quarters of the total write-down occurred in the metal 
mine, mineral fuel, petroleum refining, and pipeline 
industries. According to the PPI survey, these 
industries forecast a $532 million drop in investment.) 


Figure 8 


Net Income of Industrial Corporations 
Before After 
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Prices 


The implicit price index for GNE rose by 0.6 per cent in 
the fourth quarter, equal to its average quarterly 
increase since mid-1984. Prices for final domestic 
demand continued to rise at a slightly faster clip of 1.0 
per cent. The year-over-year rate of increase for final 
domestic demand prices has picked up — from 3.3 per 
cent to 4.0 per cent — over the past four quarters, as the 
volume of demand accelerated from 2.9 per cent to 6.5 
per cent. The terms of trade declined from an average 
of 100.3 in 1984 to 98.7 by the end of 1985, and down 
from 105.0 in the first year of the expansion in 1983. 


Within final domestic demand, the implicit price index 
for residential construction turned up the most as it 
responded to strong demand in 1985. Its average 
quarterly rate of increase rose from 0.2 per cent in 
1984 to 1.0 per cent in 1985. Prices for non-residential 
construction remained restrained at about 0.5 per cent 
per quarter, relative to machinery and equipment 
(with a high import content) which was up 1.2 per 
cent. The implicit price index for personal expenditure 
rose about 4 per cent in 1984 and 1985, including the 
1.0 per cent increase in the fourth quarter. Price 
increases were relatively low for durable goods, even 
when the effect of discount interest rates periodically 
offered by motor vehicle firms is excluded. Seven of 
the 24 components of durable goods recorded lower 
prices on average in 1985. (Durable goods offered on 
discount included most electronic goods for home 
entertainment.) Prices for non-durable goods rose 
relatively rapidly throughout 1985, and a further 1.3 


per cent in the fourth quarter. This reflected the effect 
of sharp tax increases on tobacco, alcohol, and energy. 
Food price increases remained a stabilizing force in 
rising consumer prices. 


The unadjusted consumer price index rose by 0.9 per 
cent in the fourth quarter. This left the annual rate of 
increase for 1985 at 4.0 per cent, the slowest since 
1971. Food prices declined by 0.4 per cent in the last 
quarter, while energy prices rose by 2.7 per cent with 
the imposition of increased indirect taxes. The rate of 
price inflation for services — which has a high labour 
content — remained at nearly 1 per cent per quarter. 
Continued moderate gains are augured by a similar 
restraint of base wage rate increases in negotiated 
settlements during the fourth quarter. 


After levelling off late in 1985, prices on 
international commodity markets declined anew in 
the first two months of 1986. The Commodity 
Research Bureau’s index of futures prices declined 
from 230 (1967=100) at year-end to a new low in the 
recovery of about 210 at the end of February. Lower 
prices for crude petroleum led the decrease, as the 
price of West Texas intermediate crude sank below 
$15 U.S., compared to over $26 two months before. 
The drop was not confined to crude oil, however, as all 
the major subcomponents of the CRB index fell, 
including industrial materials, grains, oilseeds, 
livestock and meats, and precious metals. 
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External Sector 


In the fourth quarter, the trade balance posted a 
moderate gain of $994 million, due to a larger increase 
in exports than in imports. This increase reflects a 
slight improvement in the trade surplus with the 
United States. Although motor vehicle trade slowed, it 
nevertheless offset declines in non-automotive exports. 
Despite the fourth quarter rise, the annual trade 
balance hit at a four-year low. The comparatively low 
level of net exports in the fourth quarter, and in 1985 as 
a whole, reflected a.trade deficit with overseas countries 
and a deterioration in the terms of trade due to 
depressed prices for crude and fabricated materials. 
Imports were boosted by increased demand in Canada. 


In 1985, the trade balance shrank by $3.9 billion. 
This decline reflected a slowdown in trade during the 
year and, in particular, a smaller increase in the value 


of exports. Exports grew by 7.1 per cent, and imports 
by 12.9 per cent. Canada’s trade surplus with all 
countries except the United States deteriorated 
sharply; the surplus with the U.S. rose slightly. 


The drop in the annual trade balance comes in the 
wake of several years of deterioration in the terms of 
trade. Since 1983, the terms of trade have declined by 
5.8 per cent and the Canadian dollar has depreciated 
by 10 per cent against the U.S. dollar, 10.3 per cent 
against the yen and 3.6 per cent against a trade- 
weighed combination of 10 foreign currencies. The 
deterioration was more pronounced in the crude 
materials group, whose surplus was due to the volume 
of trade in these goods. By contrast, the end products 
group showed a large deficit, as the surplus in volume 
failed to offset the negative impact of prices. 


TABLE 15. Canada’s Trade Surplus With its Principal Trading Partners 


(in thousands of current dollars) 


Other countries 


United States (excl. U.S.) 
85 I 4,897 516 
II 5,740 -1,328 
Ill 4,660 -1,661 
IV 5,240 “1,247 
1983 14,066 3,639 
1984 MS OA 940 
1985 20 Dol =o ak 


Other OECD Other 

ECC Japan countries countries 
-351 32, 18 486 
-715 -226 -131 -51 
-738 -139 -312 -125 
-917 -237 -160 468 
105 297 -443 2,899 
-1,360 60 -261 ZOO 
SWAY) -370 -585 ieee 


In the fourth quarter, the value of exports rose by 
$1.434 billion; demand in the United States and 
developing countries accounted for most of this 
increase. Export growth for the fourth quarter, 
however, was concentrated in a small number of 
commodities: motor vehicle products (+ $504 million), 
wheat (+$425 million), petroleum and coal products 


(+ $352 million), crude petroleum (+$176 million) 
and aircraft (+ $84 million). The decline in exports of 
crude and fabricated materials was partly due to price 
decreases of 3.1 per cent and 1.1 per cent respectively. 
In December, the short-term trend of exports turned 
downward (-1.3 per cent). 
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Figure 9 
Laspeyres Price Index, Material Exports 
Total 


Crude Fabricated 


Lacklustre demand in the United States slowed the 
growth of Canadian exports. Automotive exports to 
the United States slowed in the fourth quarter, 
particularly in November and December, increasing 
by $504 million, compared with $897 million in the 
previous quarter. This slowdown coincided with the 
termination of incentive programs offered by the auto- 
makers. As a direct result, sales of North American 
cars plunged by 25.9 per cent, and foreign 
manufacturers expanded their share of the market 
from 24 per cent to 32 per cent. During the last 10 
days of December, the reinstatement of lower 
financing terms pushed sales of North American 
vehicles upward again, although Canadian exports 
had not turned-up as yet. 


TABLE 16. The United States Motor Vehicle 
Industry 
(percentage change) 


Sales 
Production North- 

american Foreign- 

built built 

85 Sept. -2.4 16.7 dsl 
Oct. -6.2 -43.8 5.4 
Nov. 2.6 3.0 6 
Dec. 3.8 23.9 2.9 
86 Jan. oa 6.1 -14.6 
S5uik -3.9 -2.6 11.8 
85 III 2 14.6 LE 
85 IV -4.9 -25.9 L5 


Exports of non-automotive goods exhibited slower 
growth in the fourth quarter and in 1985 as a whole. 
Non-automotive products accounted for only 25 per 
cent of the quarterly increase in the end products 
group. Moreover, the value of non-automotive goods, 
as a percentage of the value of total exports, declined 
from 71.1 per cent in the third quarter to 70.9 per cent 
in the fourth, and from 73.7 per cent in 1984 to 72.4 
per cent in 1985. The slump in these exports parallels 
the slowdown in industrial activity in the United 
States. Growth in industrial production remained at 
an annual rate of 1.8 per cent in the fourth quarter, 
and was 2.2 per cent for 1985 as a whole, down from 
11.6 per cent in 1984. 


Figure 10 
Exports of Finished Products 
Auto Non-auto 


In the fourth quarter, the value of imports climbed 1.6 
per cent. In December, the short-term trend gained a 
further 0.9 per cent. The increase in imports was 
concentrated in a small number of commodities: motor 
vehicle products (+$315 million), industrial 
machinery (+$116 million), petroleum and coal 
products (+ $60 million) and crude petroleum (+$103 
million). On the other hand, there were declines in 


TABLE 17. The Canadian Motor Vehicle Industry 
(percentage change) 
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Figure ii 


imports of ores (-$133 million), aircraft (-$93 million) 
and precious metals (-$53 million). Imports of motor 
vehicle products accounted for 71.8 per cent of the rise 
in total imports. The proportion of vehicles purchased 
from overseas continued to climb. The increasing 
market share of foreign auto manufacturers also 
shows up in the Canadian industry, as is shown in 
Table 17. 


Sales 
Production North- 
american Foreign- Foreign-built/ 
built built total sales (%) 
85 I -5.6 12.1 2.0 26.4 
II 6.2 1.6 13.8 28.6 
III 25.9 -3.6 12.0 31.8 
IV -5.4 3.0 3.6 32.0 
1983 21:3 VALE -2.6 25.9 
1984 fel 16.0 12.9 25.3 
1985 Aa Bea 38.9 30.1 
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Amongst non-automotive end products, imports of Figure 12 


industrial machinery increased by $189 million. This Imports of Finished Goods by Use 
Industrial Consumer 
( 


upward trend is contrary to the downward trend of 
new orders for Canadian manufacturers of machinery 
in recent months. Imports of non-automotive 
consumer goods - clothing, home furniture and 
furnishings — rose slowly, posting a $49 million gain. 
The growth of automotive and consumer goods imports 
coincided with an improvement in the household 
demand indicators. 


Financial Markets 


Demand by non-financial sectors of the Canadian 
economy for funds on conventional financial markets 
amounted to $24.1 billion in the fourth quarter. This 
compares with $23.8 billion in the fourth quarter of 
1984. Growing household demand for funds led the 
increase, while government and business demand was 
little changed. Within the business sector, firms 
continued to restructure balance sheets through 
stepped-up equity issues at a time of rising stock market 
values. 


With household demand for consumer durables and 
housing remaining strong, consumer credit and 
mortgage borrowing set the pace for the pick-up. 
Consumer credit, reflecting sales of autos and 
attractive financing rates, rose $2.3 billion, almost 
matching the record increase of the second quarter. 
Strong housing markets - for both new housing and 
existing stock - prompted households’ net mortgage 
borrowing to exceed $4.6 billion for the second 
consecutive quarter. By year-end mortgage rates had 
fallen to their lowest levels in over six years. 
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Non-financial private corporations raised $2.3 billion 
on financial markets, accounting for slightly less than 
10 per cent of the quarterly total. Bank loans rose $1.2 
billion, largely reversing the $1.6 billion decline 
recorded in the previous quarter. On the other hand, 
short-term paper fell $2.1 billion, a net swing of $7.7 
billion from the third quarter increase. (The 
movements between these instruments reflected the 
change in their yield differential.) Net share issues 
produced $2.0 billion, with common shares outselling 
preferred by more than a 2:1 margin. 


General government borrowed 55 per cent of the funds 
raised by non-financial domestic sectors on these 
markets, virtually unchanged from the same period in 
1984. Borrowings by the Government of Canada 
amounted to $11.5 billion, of which net issues of 
Canada Savings Bonds accounted for $9.8 billion. 
CSB receipts enabled the government to reduce the 
Treasury bills outstanding by $2.6 billion. The federal 
government also raised $1.8 billion on foreign 
currency markets to build-up Canada’s international 
foreign exchange reserves. 
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International Economies 


In its latest economic outlook, the OECD voiced 
optimism that the current expansion in industrialized 
nations would continue into 1987. The recent sharp 
fall in the value of the U.S. dollar, low inflation, and 
the U.S. initiative on Third World debt all pointed to 
brighter prospects for the world economy. The outlook 
predicted that growth in the OECD region will remain 
about 3 per cent at annual rates over the next 18 
months. Accelerated growth in Germany will offset 
slower gains in Japan, while little change in growth is 
expected in the United States. (The forecast was made 
before the recent tumble in world oil prices.) The 
OECD secretariat said that trade imbalances still pose 
a threat to the recovery, as the United States current 
account deficit could reach $150 billion (U.S.), while 
the surpluses of Japan and West Germany may total 
$60 billion and $20 billion, respectively. It also 
expected growth to be insufficient to significantly 
change the unemployment rate of 8 per cent in all 
member countries and 11 per cent in Europe. 


Japan 


Led by the merchandise trade account, the current 
account surplus reached a record $49.3 billion (U.S.) in 
1985. Exports rose by 3.5 per cent while imports 
declined by 5 per cent. The government predicts little 
change in the current account surplus for fiscal 1986 
($51 billion), while real GNP is expected to rise 
steadily by about 4 per cent. Japan also agreed to 
limit its car exports to the United States to 2.3 million 
units, the same as in 1985. Last year, motor vehicles 
accounted for about half of Japan’s trade surplus with 
America. 


Despite the steady year-long rise in the external sector 
surplus, industrial output slowed in the second half of 
1985. The index of industrial production declined by 
0.1 per cent in the third quarter and by 0.7 per cent in 
the fourth. Subsequently, production dropped a 
further 0.9 per cent in January to a level essentially 
unchanged from a year earlier. The slowdown of 
output was reflected in the increase in the 
unemployment rate — from 2.5 per cent in the first half 
of 1985 to 2.9 per cent by year-end. With total export 
demand still rising, the slack in output originated 
largely in domestic demand. In particular, business 
investment demand moderated in 1985, partly as the 
growth of corporate profits decelerated from 19 per 
cent in 1984 to 3.7 per cent in fiscal 1985. Weaker 
employment growth also checked the gains in labour 
income. Subsequently, the Bank of Japan raised 
short-term interest rates sharply in October 1985. 


From a peak value of 263 yen in February 1985, the 
U.S. dollar eased to 210 yen in late September. The 
Bank of Japan then raised interest rates to maintain 
the appreciation of the yen. With the yen having 
strengthened to under 200, and with U.S. interest 
rates moving lower, the Bank of Japan announced a 
cut in its discount rate from 5 per cent to 4.5 per cent 
on January 30. Most short-term interest rates 
subsequently returned to October levels. The governor 
of the Bank of Japan, however, said that fiscal policy 
stimulus would need to reinforce the drop in interest 
rates if domestic demand were to be revived (Kest 15/2, 
1/3; FT 19-24/12, 1/2). 


West Germany 


In its annual economic forecast, the government 
predicted that a strengthening of domestic demand 
would accelerate growth of real GNP — from 2.4 per 
cent in 1985 to 3.0 per cent in 1986. Business 
investment is forecast to lead the gain, rising about 9 
per cent, while unemployment is expected to decline 
by about 150,000, to 8.5 per cent of the labour force 
(the rate stood at 9.2 per cent at the turn of the year). 
The combination of rising import demand and a 
levelling-off of exports would reduce the trade surplus 
from a record DM 73 billion in 1985 to DM 66 billion in 
1986. 


The forecast of about 3 per cent inflation in the CPI, 
made by the government in mid-January, was 
regarded as dated by private sector analysts. The 
rising value of the Dmark against the U.S. dollar and 
declining world oil prices was reflected in a 0.2 per 
cent drop in the CPI for February. The 0.7 per cent 
year-over-year rate of increase in February was the 
lowest in 18 years, even as the rate of decline of import 
prices continued to accelerate. The drop in inflation 
also encouraged the Bundesbank to cut its discount 
rate from 4 per cent to 3.5 per cent in early March. 
The lower than expected rate of inflation led the 
private sector to revise its forecasts of real 1986 GNP 
growth upwards to nearly 4 per cent. 


The appreciation of the German mark vis-a-vis the 
U.S. dollar continued in the first quarter. From a peak 
of DM 3.47 in February 1985, the value of the dollar 
declined to DM 2.40 in January 1986, and then to DM 
2.24 in early March. In its year-end review, the 
Bundesbank forecasted a decline in Germany’s trade 
surplus due to rising imports and slowing exports. It 
said that the recent trend of strengthening import 
volumes has been masked by an even larger drop in 


import prices, and attributed weakening exports more 
to sluggish market growth in OPEC, Latin American, 
and East Asian nations than to U.S. demand. The 
bank said the major effect of the mark’s appreciation 
to date has been to squeeze profit margins rather than 
lower sales volume in the United States (Eest 1/3; FT 
VOA2539/1 97/3). 


France 


The combination of the declining international value 
of the U.S. dollar and lower world oil prices will add 
about 1 per cent to real GNP growth in France in 1986, 
according to former Prime Minister Laurent Fabius. 
Real GNP growth of 2.5 per cent to 3 per cent would 
also increase the options available for policy-makers. 


M. Fabius said that the drop in the dollar and in oil 
prices — if sustained at $22 per barrel over the rest of 
the year — would add up to FFr 60 billion to the current 
account balance. This compares with an actual trade 
deficit of FFr 24 billion in both 1984 and 1985, and a 
record FFr 93 billion in 1982. (Insee, the official 
forecasting institute, earlier predicted a small trade 
surplus for the first half of the year based on the 
assumption that oil prices would stabilize at $26 per 
barrel.) Lower import prices should enable the 
government to under-shoot the forecasted 2.5 per cent 
increase in the CPI in 1986 (the CPI rose 5.8 per cent 
in 1985). M. Fabius said the government’s priority 
was first to use lower import prices to encourage lower 
inflation, and then to stimulate business investment 
through tax cuts. After rebounding in 1985, the 
volume of fixed investment remained 8 per cent below 
the previous peak established in 1980 (L’Express 7/3; 
FT 30/1). 


29 


United Kingdom 


Output growth slowed significantly in the second half 
and unemployment jumped. This was in line with the 
levelling-off of the short-term leading indicators. Real 
GDP showed no change in the third quarter as 
increased consumer demand was offset by lower 
exports and inventories. The growth of industrial 
production slowed from 4.6 per cent in the first half of 
the year to 1.1 per cent in the second half. Most of this 
slowdown reflected lower export demand. Oil export 
revenues declined by almost 2 billion during 1985, 
while non-oil export volume dropped by 3.5 per cent in 
the third quarter and was little changed in the fourth. 


The unemployment rate rose from 12.6 per cent in 
1984 to 13.1 per cent in 1985. Two consecutive 
increases early in 1986 raised the number of 
unemployed to a record 3.2 million in February. This 
announcement occurred at the same time that the 
OECD Secretariat warned that British unemployment 
"appeared more persistent and deep-rooted" than in 
the 1930s’, and noted that wage settlements had not 
slowed in line with low price inflation and rising 
unemployment. Rising labour costs partly account for 
the trends of falling manufacturing material input 
costs and rising output prices. In the year to 
December, the cost of raw materials and fuel to 
manufacturers dropped by 6 per cent, while output 
prices charged increased by 5 per cent. 


The trade-weighted value of the pound declined by 7.5 
per cent in the three months up to February, as oil 
prices dropped below $15 (U.S.) a barrel. Declines 
against other European currencies outweighed a rise 
relative to the U.S. dollar. The Bank of England 
initiated a one percentage point increase in the base 
lending rate to 12.5 per cent in early January (LPS 8- 
14/1; Euromoney Dec. 1985; Ecst 22/2; FT 21/12, 31/1). 
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United States Economy 


The growth of real GNP slowed from 0.8 per cent in the 
third quarter to 0.2 per cent in the fourth. (For 1985 as 
a whole, output grew by 2.2 per cent compared to 6.7 per 
cent in 1984.) The growth of final domestic demand 
slowed due to sluggish consumer demand, after 
recording a large increase in the previous quarter. The 
moderation of final domestic demand was 
accompanied by a continuing decline in the external 
trade balance and a reduction of inventories. Inflation, 
as measured by the implicit price index of GNE, stood 
at an annual rate of 3.3 per cent in the quarter, 
identical to the average increase in the year. By year- 
end the unemployment rate had dipped below 7 per cent 
for the first time since the 1981-1982 recession. 


The Commerce Department’s survey of business 
investment intentions augured a 1 per cent decline in 
investment volume in 1986. If it transpires, it would 
end the strong investment upswing — totalling almost 
25 per cent in volume -— recorded over the past two 


years. The commercial services industry was unique 
in planning significant growth in 1986, as other non- 
manufacturing industries (notably mining) cut back 
and as manufacturers’ investment plans shrank by 4 
per cent (this contrasts sharply with the 17 per cent 
nominal gain forecasted by Canadian manufacturers, 
particularly in the auto industry). 


The effect of slumping commodity prices was evident 
in the producer price index for finished goods in 
January. After rising by an average of 0.7 per cent in 
each of the previous three months, the index dropped 
by 0.7 per cent in January. Lower prices for food and 
energy — off 4.2 per cent — led the decrease. The 
declines were not confined to these components, 
however, as the index excluding food and energy edged 
down by 0.1 per cent. The drop in the Commodity 
Research Bureau index of prices accelerated in 
February. 


Technical Note: The Leading Indicator: Its 
Components and Their Contribution to Monitoring 
Cyclical Movement, 1952 to 1985 


Francine Roy-Mayrand1 


Introduction 


Statistics Canada’s system of leading indicators 
contributes to the early direction of shifts in the pace 
of economic activity. Its signals are based on the 
monthly variations of a composite index; that is, an 
index of ten indicators which signals, with some lead 
time, cyclical turning points. 


The contributions of individual components to the 
movement of the composite leading indicator are also 
useful in assessing economic conditions, inasmuch as 
they conform to the turning points. All ten 
components contributed somewhat to anticipating the 
cyclical turns, following some pattern. This paper 
describes how the contributions behave at the initial 
signals of impending change in the cycle. The 
contributions were constructed in the manner 
described in the Appendix, and are now available to 
interested users. 


I. Objectives 


The relative impact of its component indicators on the 
composite index’s fluctuations can be determined by 
examining the contribution each makes to the 
movement of the index. Standardization has reduced 
differences in the relative volatility across series, but 
does not prevent particular components from 
dominating the behaviour of the composite indicator 
at times. The next section summarizes the behaviour 
of the contributing indicators at the initial signals. 
Our analysis will be confined to the filtered version of 
the composite index and its ten components. The 
purpose of filtering is to reduce irregular movements 
so that one can better judge the cyclical trend in the 
data. 


1 T am very grateful to Terry Kelly, who provided 
technical assistance, as well as to Denise Pépin, a 
co-op student from Université de Sherbrooke, for 
their participation in preparing this note. 
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II. Average Behaviour in the Postwar Era 


An examination of the behaviour of the components 
over the post-war period reveals that, on average, 
three indicators had a dominant effect on the initial 
signal given by the composite indicator2. They are, in 
order of importance, the United States leading index, 
the stock exchange index and the real money supply 
index. .Consequently, one should not disregard a 
signal of cyclical reversal on the grounds that it is 
mostly attributable to only these few components with 
longer-lead time. 


The contribution of new motor vehicle sales almost 
invariably lagged behind the composite index at 
turning points, while on only a few occasions (more 
frequently leading up to periods of contraction) did the 
manufacturing indicators and the leading index of 
residential construction fail to contribute to an initial 
signal. Typically, however, even when they failed to 
contribute positively to the initial signal, these 
indicators’ movements soon became sensitive to the 
cyclical change; by the fourth month they had 
confirmed the initial signal of the leader and extended 
the duration of most cyclical phases, especially 
expansions. 


III. Behaviour of Component Contributions 
During Cycles 


(a) Contractionary Phases 


The contributions of the ten component indicators to 
initial signals of the composite index at the beginning 
of a downturn are shown in Table 1. Only a few of 
them had a noticeable effect on the leader’s movement 
during the month that a reversal was first signalled. 
Several components —- especially new motor vehicle 
sales, new orders for durable goods and the average 
workweek — lagged behind the composite at many 
turning points in the business cycle. The components 
that contributed most frequently, and had a 
significant impact on the initial signal, were the 
United States leading index (invariably), the money 
supply and the stock index. 


2 There are three episodes during this period when a 


sustained downturn in the composite indicator was 
associated with a reduction in the rate of growth of 
Real Domestic Product, rather than with an 
absolute decline. The initial downwards signal of 
these periods was given in June 1966, July 1969, 
and October 1984. The corresponding revival 
signals were given in February 1967, December 
1970 and June 1985. 
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(b) Expansionary Phases 


The indicator’s contributions at initial signals of an 
upturn are presented in Table 2. The number of 
components that moved in the direction of, or 
contributed significantly to the indicator’s initial 
signals was greater during an upturn than a 
downturn, especially during the last three cycles. 
Among these were the residential construction index 
and furniture and appliance sales, although the 
latter’s contribution to the movement of the overall 
index was minimal. The contribution of the average 
workweek to the composite movement was also small, 
but it conformed well to initial signals. 


On the other hand, the United States leading indicator 
registered, on average, a much weaker contribution to 
the first month of an expansion than of a contraction. 
Auto sales lagged behind the composite in nearly 
every cycle, and the contribution of the proxy of profit 
margins switched from coinciding with the initial 
signal to lagging it entering expansions. 


(c) Conclusion 


Throughout the nine episodes cycles studied, all ten 
components did not contribute in consistent manner to 
the initial signal given by the composite index. One 
group of variables tended to lead the turn while 
another played, at times, little role at all. This is not 
to say that the latter components were not equally 
valuable in signaling a turning point. Four months 
after the initial signal, most of the components had a 
noticeable impact, confirming that a new cyclical 
phase had begun. The fact that, on average, only a few 
components led the initial signals in the postwar 
cycles implies that one cannot discard an apparent 
turning point on the basis that it is presaged by only a 
few components. 


The results of this analysis of the indicators’ 
contributions are consistent with those obtained when 
the lead times of turning points are calculated for the 
indicators. For example, the May 1982 study of lead- 
time shows that household demand indicators give a 
large number of false signals, while the United States 
leading indicator posts the lowest error rate (See 
Current Economic Analysis, Cat. No. 13-004, Vol. 2, 
No. 5: May 1982). 


TABLE 1. Contribution of Components Indicators to the Initial Signal of a Recession* 


(filtered) 
Ratio 
Index shipments/ 
of finished 
Year/Month of stock inventories 
turning point prices manufacturing 
53.9 -.05 -.06 
56 6 06 -.08 
59 9 -.01 .06 
66 6 -.09 -.02 
69 7 “25 02 
74 4 -.13 11 
79 6 Ze -.10 
81 7 -.14 09 
84 10 .09 00 
Mean -.03 00 
Conforming to 
initial signal 
(frequency) 6 4 


Average Real United 
workweek money States 
manufacturing supply leading 
(hours) (M1) (2) index 

-.03 -.10 -.20 

02 -.07 -.14 

07 -.24 -.09 

-.09 .04 -.04 

03 -.10 -.17 

-.03 mala | -.33 

01 -.16 -.18 

04 -.33 -.03 

-.06 -.12 -.18 

01 -.11 -.15 

4 7 9 


* The direction of a component contribution (positive or negative) to the leader movement is given by its sign. The 
10 components contributions are normalized so that the sum of their absolute value gives 1. 


TABLE 2. Contribution of Components Indicators to the Initial Signal of an Expansion* 


(filtered) 
Ratio 
Index Shipments/ Average Real United 
of finished workweek money States 
Year/Month of , stock inventories manufacturing supply leading 
turning point prices manufacturing (hours) (M1) (2) index 
54 11 09 .02 04 03 23 
58 3 -.07 .O1 05 13 -.19 
60 9 -.01 -.03 07 12 -.05 
Gia-2 10 -.09 -.05 26 -.15 
40712 07 02 01 14 06 
75 6 10 -.03 03 11 17 
80 9 24 -.01 03 -.02 i2 
82 10 13 .03 -.01 -.11 05 
85 6 16 .05 09 01 02 
Mean .09 .00 .03 .07 .03 
Conforming to 
initial signal 

(frequency) 7 5 i 7 6 


* The direction of a component contribution (positive or negative) to the leader movement is given by its sign. The 
10 components contributions are normalized so that the sum of their absolute value gives 1. 


Trade 
furniture New New Per cent change 
and motor orders Residential in price per unit Conforming to 
applicance vehicle durable construction labour costs initial signal 
sales sales goods index manufacturing (number) 
-.05 2 -.05 01 25 7 
06 29 .03 01 -.25 4 
01 22 10 02 -.19 4 
-.10 A. 04 Sarat -.06 7 
05 20 .05 12 -.03 5 
21 01 .03 -.02 .02 4 
-.13 -.02 -.O1 06 09 6 
-.05 -.04 07 03 18 9) 
06 19 .03 03 -.24 5 
01 15 03 03 -.03 5 
4 2 z 4 5 
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Trade 
furniture New New Per cent change 
and motor orders Residential in price per unit Conforming to 
applicance vehicle durable construction labour costs initial signal 
sales sales goods index manufacturing (number) 
02 -.32 05 .08 calc 8 
.03 -.22 .06 22, 04 t 
04 -.29 .06 26 -.07 4 
05 -.15 02 -.02 dl, 5 
01 -.29 -.01 Ze, -.16 7 
02 -.10 -.02 18 -.24 6 
06 -.27 02. 09 -.14 6 
05 -.27 -.02 04 30 6 
02 03 .03 10 -.49 9 
02 es | 02 13 -.09 7 


Appendix 


Relative contributions are used to examine the impact 
of individual components on the leader in a given 
month. They are obtained by dividing the 
standardized symmetric percentage change in each 
component by the absolute value of the total change in 
all components. (This procedure is similar to that used 
to construct the composite indicator, that is, adding 
the standardized symmetric percentage changes.) The 
formula for finding each component’s contribution is: 


Jov Xkt 
Crt = 
10 
E Tov Xkt 
kr 


where C,; is the relative contribution of the kth 
component at time t, %v x,y is the standardized 
symmetric percentage change of x,;4, and x, is the 
component k at time t. 


The Cy will not register large fluctuations because 
their absolute sum will always be equal to one. 
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Since the filtered Composite Leader is obtained by 
filtering the raw composite leader, the procedure for 
finding contributions to the filtered version is 
somewhat different. The steps followed were: 


(i) Compute standardized symmetric percentage 
change (SSPC) for each non-filtered component. 


(ii) For each component multiply the result of (i) by 
the average standard deviation of the SSPC for 
each component and add the mean of the SSPC 
for the coincident indicator. 


(iii) Reverse trend adjust the result of (ii) for each 
component, and filter the resulting level series. 


(iv) Find the symmetric percentage change of (iii) for 
each component. 


(v) Use the symmetric percentage changes found in 
(iv) to generate contributions using the same 
formulas as for the non-filtered data. 
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Glossary 


Diffusion index: 


End point 
seasonal 
adjustment: 


External trade 
Balance-of- 
payments basis: 


Customs basis: 


Net exports: 


Terms of trade: 


Filtered, 
filtering: 


a diffusion index is a measure, 
taken across a group of time series, 
that indicates the uniformity of 
movement exhibited by the group. 
More precisely, for any given 
period the diffusion index is equal 
to the percentage of series in the 
group that are expanding during 
that period. The diffusion index 
thus indicates the dispersion or 
diffuseness of a given change in 
the aggregate. Since business 
cycle changes generally affect 
many economy processes diffusion 
indexes are useful in determining 
whether a change is due to cyclical 
forces. 


this procedure uses the data for the 
current period in estimating the 
seasonal factor for that period. In 
contrast the projected factor 
procedure calculates the seasonal 
factor for the current period by 
extrapolating past data. The end 
point procedure therefore allows 
changing seasonal patterns to be 
recognized sooner than the 
projected factor procedure. 


data which reflect a number of 
adjustments applied to the customs 
totals to make them consistent 
with the concepts and definitions 
used in the system of national 
accounts. 


totals of detailed merchandise 
trade data tabulated directly from 
customs documents. 


exports less imports. 


the ratio of merchandise export 
prices to merchandise import 
prices. This ratio can be calculated 
monthly on a customs basis from 
External Trade data, or quarterly 
on a balance of payments basis 
from GNP data. 


in general the term filtering refers 
to removing, or filtering out, move- 
ments of the data that repeat 


Final demand: 


Final domestic 
demand: 


Inventories 
By stage of 
processing: 


Labour market 
Additional 
worker effect: 


themselves with roughly the same 
frequency. In the context used 
here we refer to removing the high 
frequency, or irregular move- 
ments, so that one can better judge 
whether the current movement 
represents a change in the trend- 
cycle. Unfortunately all such 
filtering entails a loss of timeliness 
in signalling cyclical changes. We 
have attempted to minimize this 
loss in timeliness by filtering with 
minimum phase shift filters. 


final domestic demand plus 
exports. It can also be computed as 
GNP excluding inventory changes. 


the sum of personal expenditure on 
goods and services, government 
current expenditure, and gross 
fixed capital formation by 
Canadians. Final domestic de- 
mand can also be viewed as GNP 
plus imports less exports and the 
change in inventories; that is, it is 
a measure of final demand by 
Canadians irrespective of whether 
the demand was met by domestic 
output, imports or a change in 
inventories. 


within a given industry invento- 
ries may be classified depending on 
whether processing of the goods, 
from that industry’s point of view, 
is complete, is still underway, or 
has not yet begun. Inventories 
held at these various stages of 
processing are referred to as 
finished goods, goods in process, 
and raw materials respectively. 
Note that in this context the term 
raw materials does not necessarily 
refer to raw or primary commod- 
ities such as wheat, iron ore, etc. It 
simply refers to materials that are 
inputs to the industry in question. 


refers to the hypothesis that as the 
unemployment rate rises, the main 
income earner in the family unit 
may become unemployed, inducing 


Discouraged 
worker effect: 


Employed: 


Employment, 
Payrolls and 


Hours Survey: 


Employment/ 
Population 
Ratio: 


Labour force: 


related members of the unit who 
were previously not participating 
in the labour force to seek 
employment. This is also referred 
to as the ‘secondary worker effect’. 


refers to the hypothesis that as the 
unemployment rate increases, 
some persons actively seeking 
employment may become 
‘discouraged’ as their job search 
period is extended, and drop out of 
the labour force. 


persons who, during the reference 

period for the Labour Force 

Survey: 

(a) did any work at all, for pay or 
profit in the context of an 
employer-employee relation- 
ship, or were self-employed. It 
includes unpaid family work 
which is defined as work 
contributing directly to the 
operation of a family farm, 
business, or professional prac- 
tice owned or operated by a 
related member of the 
household; 

(b) had a job but were not at work 
due to own illness or disability, 
personal or family responsibili- 
ties, bad weather, labour 
dispute or other reasons 
(excluding persons on lay-off 
and those with a job to start at 
a future date). 


a monthly mail survey of most 
non-agricultural employers  col- 
lecting payroll information on the 
last week or pay period in the 
reference month, including figures 
on average hours, earnings, and 
employment. 


represents employment as a _ per- 
centage of the population 15 years 
of age and over. 


persons in the labour force are 
those members of the population 
15 years of age and over who, in 
the reference period were either 
employed or unemployed. 


Labour Force 
Survey: 


Paid worker: 


Participation rate: 


Unemployed: 


Monetary base: 
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is a monthly household survey 
which measures the status of the 
members of the household with 
respect to the labour market, in 
the reference period. Inmates of 
institutions, members of Indian 
Reserves, and full-time members 
of the Canadian Armed Forces are 
excluded because they are 
considered to exist outside the 
labour market. 


a person who during the reference 
period did work for pay or profit. 
Paid workers do not include 
persons who did unpaid work 
which contributed directly to the 
operation of a family farm, 
business, or professional practice 
owned and operated by a related 
member of the household. 


represents the labour force as a 
percentage of the population 15 
years of age and over. The 
participation rate for a particular 
group is the percentage of that 
group participating in the labour 
force. 


those who during the reference 
period: 

(a) were without work, and had 
actively looked for work in the past 
four weeks (ending with the 


reference week) and were 
available for work, 
or 


(b) had not actively looked for 
work in the past four weeks but 
had been on layoff (with the 
expectation of returning to work) 
and were available for work, 

or 

(c) had not actively looked for 
work in the past four weeks but 
had a new job to start in four weeks 
or less from the reference week, 
and were available for work. 


the sum of notes in circulation, 
coins outside banks, and chartered 
bank deposits with the Bank of 
Canada. Also referred to as the 
high-powered money supply. 
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Prices 


Commodity prices: daily cash (spot) prices of individ- 


Consumer prices: 


Implicit prices: 


Industry prices: 


ual commodities: Commodity 
prices generally refer to spot prices 
of crude materials. 


retail prices, inclusive of all sales, 
excise and other taxes applicable 
to individual commodities. In 
effect, the prices which would be 
paid by final purchasers in a store 
or outlet. The Consumer Price 
Index is designed to measure the 
change through time in the cost of 
a constant "basket" of goods and 
services, representing the pur- 
chases made by a particular 
population group in a specified 
time period. Because the basket 
contains a set of goods and services 
of unchanging or comparable 
quantity and quality changes in 
the cost of the basket are strictly 
due to price movements. 


prices which are the by-product of 
a deflation process. They reflect 
not only changes in prices but also 
changes in the pattern of expendi- 
ture or production in the group to 
which they refer. 


prices charged for new orders in 
manufacturing excluding dis- 
counts, allowances, rebates, sales 
and excise taxes, for the reference 
period. The pricing point is the 
first stage of selling after produc- 
tion. The Industry Selling Price 
Index is a set of base weighted 
price indices designed to measure 
movement in prices of products 
sold by Canadian Establishments 
classified to the manufacturing 
sector by the 1970 Standard 
Industrial Classification. 


Laspeyres price 
index: 


Paasche price 
index: 


Valuation 
Constant dollar: 


Current dollar: 


Nominal: 


Real: 


the weights used in calculating an 
aggregate Laspeyres price index 
are fixed weights calculated for a 
base period. Thus changes in a 
price index of this type are strictly 
due to price movements. 


the weights used in calculating an 
aggregate Paasche price index are 
current period weights. Changes 
in a price index of this type reflect 
both changes in price and 
importance of the components. 


represents the value of expendi- 
ture or production measured in 
terms of some fixed base period’s 
prices. (Changes in constant dollar 
expenditure or production can only 
be brought about by changes in the 
physical quantities of goods 
purchased or produced). 


represents the value of expendi- 
ture or production measured at 
current price levels. A change in 
current dollar expenditure or 
production can be brought about 
by changes in the quantity of goods 
bought or produced or by changes 
in the level of prices of those goods. 


represents the value of expendi- 
ture or production measured at 
current price levels. ‘Nominal’ 
value is Synonymous with ‘current 
dollar’ value. 


‘real’ value is synonymous with 
‘constant dollar’ value. 


Summary of Business Cycle Peaks and Troughs in Canada 1950-1982 


Monthly reference dates 


Recessions 


June 1951 to December 1951 
June 1953 to June 1954 
February 1957 to January 1958 
April 1960 to January 1961 
June 1974 to March 1975 
November 1979 to June 1980 
July 1981 to December 1982 


Expansions 


January 1952 to May 1953 
July 1954 to January 1957 
February 1958 to March 1960 
February 1961 to May 1974 
April 1975 to October 1979 
July 1980 to June 1981 
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Data in Many Forms... 


Statistics Canada disseminates data in a variety of 
forms. In addition to publications, both standard and 
special tabulations are offered on computer print-outs, 
microfiche and microfilm, and magnetic tapes. Maps 
and other geographic. reference materials are avail- 
able for some types of data. Direct access to aggregated 
information is possible through CANSIM, Statistics 
Canada’s machine-readable data base and retrieval 
system. 


How to Obtain More Information 


Inquiries about this publication and related statistics 
or services should be directed to: 


Econometric Analysis Division, 

National Accounts and Analytical Services, 

Statistics Canada, Ottawa, K1A 0T6 

(Telephone: 990-9161) or to the Statistics Canada 
reference centre in: 


St.John’s (772-4073) Sturgeon Falls (753-4888) 
Halifax (426-5331) Winnipeg (949-4020) 
Montreal (283-5725) Regina (359-5405) 
Ottawa (990-8116) Edmonton (420-3027) 
Toronto (973-6586) Vancouver (663-3691) 


Toll-free access is provided in all provinces and 
territories, for users who reside outside the local 
dialing area of any of the regional references centres. 


Newfoundland and Labrador Zenith 0-7037 


Nova Scotia, New Brunswick 

and Prince Edward Island 1-800-565-7192 
Quebec 1-800-361-2831 
Ontario 1-800-268-1151 
Manitoba 1-800-282-8006 
Saskatchewan 1(112)800-667-3524 
Alberta 1-800-222-6400 
British Columbia (South and Central) 112-800-663-1551 
Yukon and Northern B.C. (area served 

by NorthwesTel Inc.) Zenith 0-8913 
Northwest Territories (area served by 

NorthwesTel Inc. Callcollect 420-2011 


How to Order Publications 


This and other Statistics Canada publications may be 
purchased by using the attached order form, from local 
authorized agents and other community bookstores, 
through the local Statistics Canada offices, or by mail 
order to Publication Sales and Services, Statistics 
Canada, Ottawa, K1A OT6. 


1(613)993-7276 


Toronto 
Credit Card only (973-8018) 
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Preface 


The purpose of the Quarterly Economic Summary 
is to provide a quarterly description of macro-economic 
conditions and thereby to extend the availability of 
information on the macro-economy provided by the 
System of National Accounts. 


The publication provides a more detailed analysis 
than is available in the monthly Current Economic 
Indicators. In particular, the sectoral analysis of the 
data provides relevant information on industrial and 
regional developments. Tables of the source data, as 
well as transformations useful for current economic 
analysis are available in the Quarterly Economic 
Summary: Statistical Supplement. 


Technical terms and concepts used in this publication 
that may be unfamiliar to some readers are briefly 
explained in the glossary. More extensive feature 
articles will appear in this publication from time to 
time explaining these technical terms and concepts in 
more detail. 
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NOTE 


CANSIM Note 


CANSIM? (Canadian Socio-Economic Information 
Management System) is Statistics Canada’s 
computerized data bank and its supporting software. 
Most of the data appearing in this publication, as well 
as many other data series are available from CANSIM 
via terminal, on computer printouts, or in machine 
readable form. Historical and more timely data not 
included in this publication are available from 
CANSIM. 


For further information write to CANSIM Division, 
Statistics Canada, Ottawa, K1A OT6 or call (613)990- 
8200 


+ Official Trade Mark of Statistics Canada. 


Summary 
(based on the data available as of July 18, 1986) 


Real expenditure on GDP rose by 0.6 per cent in the 
first quarter 1986, after recording an average 
quarterly gain of 0.9 per cent in 1985. Increased 
business stock accumulation accounted for most of this 
increase, as there was little change within the 
components of final demand. In particular, household 
spending levelled off after two quarters of rapid in- 
crease, while business investment in plant and equip- 
ment and export demand were little changed. A sharp 
increase (nearly $6 billion) in net business short-term 
loan demand reflected the need for inventory finan- 
cing, although most of this increase was then reversed 
in the second quarter. The indicators of final demand 
recovered early in the second quarter and monthly 
GDP in April and May stood 0.7 per cent above its first 
quarter average. 


Household spending levelled off in the first quarter, 
after growing rapidly in the second half of 1985. 
Consumer demand for goods and services rose mar- 
ginally, while residential construction edged down. 
Growth appears to have resumed, as retail sales (+ 1.2 
per cent) and housing starts (+20 per cent) posted 
significant gains early in the second quarter. The 
increase in the employment trend in trade and 
construction into May is consistent with these gains in 
retail sales and housing starts in April. 


The first quarter stabilization of household demand at 
the high levels established late in 1985 followed two 
quarters of rapid growth. A the same time, tax rates 
increased during the first quarter. Tax changes 
included higher rates of personal direct taxes, an end 
to the tax exemption of RHOSP funds, and increases in 
the manufacturing indirect tax (although it is not 
clear how much was shifted to consumers). Short-term 
interest rates and mortgage rates turned up briefly in 
February and March. These deterrents to household 
spending in the first quarter, however, were offset by 
steady growth in disposable income (+ 1.8 per cent), 
reflecting faster processing of tax refund and gains in 
employment —- the household survey recorded a 1.2 per 
cent increase, while the payroll survey posted a 0.7 per 
cent gain. Real incomes also were supported by 
declining energy prices. The stimulus to real wage 
incomes arising from slowing inflation and higher 
employment continued into April and May, at a time 
when interest rates declined significantly. 


The unemployment rate continued to fall, from 10.2 
per cent in the fourth quarter to 9.7 per cent in the 
first quarter. All regions participated in this decline, 


although a subsequent sharp increase in the prairie 
provinces in April and May served to slow the national 
unemployment rate to 9.6 per cent. The largest drops 
in unemployment to date this year have occurred in 
Ontario and British Columbia, falling to 7.1 per cent 
and 12.8 per cent in May. In the first quarter, wage 
increases in major collective bargaining agreements 
eased slightly to 3.5 per cent from the 3.6 per cent 
averages recorded in both 1984 and 1985. The 
weakness in the primary sector was reflected in no 
increase in wage rates negotiated in this sector, 
while gains in manufacturing fell slightly to 4.4 
per cent. The annual rate of increase in the 
unadjusted consumer price index remained at about 4 
per cent. 


The volume of business investment in plant and 
equipment was little changed in the first quarter. 
Cutbacks in exploration and development for oil and 
gas and lower demand for transportation equipment 
restrained total investment. The slack in business 
investment outlays is broadly consistent with the 2.7 
per cent increase in nominal outlays forecasted by 
firms in the survey of Public and Private Investment 
conducted early in 1986. Little change in the sluggish 
course of business investment is indicated by the weak 
trend of building permits and new orders for invest- 
ment goods into April. 


Business non-farm inventory accumulation rose by 
$5.8 billion in constant 1981 dollars in the first 
quarter. The increase is equivalent to over 1.0 per 
cent of real GDP, and largely originated in the 
wholesale and retail trade sectors of the economy. 
The near-record increase in inventories was 
accompanied by a surge in business short-term 
financing in the first quarter, although most of this 
increase was reversed in the second quarter. The 
strong growth of business loans at chartered banks - 
from $85.3 billion in December 1985 to $94.2 billion in 
March 1986 - was representative of the need to finance 
inventories. 


The nominal current account deficit widened from 
$0.9 billion in the fourth quarter to $2.9 billion in the 
first quarter. The volume of Canadian exports and 
imports was little changed, although the terms of 
trade declined sharply, largely due to a 2.1 per cent 
drop in prices received for exports. Lower prices for a 
wide range of commodities and the decreased relative 
importance of energy products contributed most to this 
decline. 


Output ie 


The growth of real expenditure on GDP slowed to 0.6 
per cent in the first quarter. Final domestic demand 
levelled-off in the quarter, following the strong growth 
recorded in the second half of 1985, while export 
demand remained sluggish. An upturn in employment 
growth in the first quarter preceded a rebound in final 
demand early in the second quarter, when the 
downward trend of interest rates and energy prices 
accelerated. 


Expenditure on gross domestic product rose by 0.6 per 
cent in the first quarter, following an average 
quarterly gain of 0.9 per cent in 1985. Virtually all of 
the gain originated in an upturn of stock accumulation 
(+ $5.8 billion). The near-record growth of stocks was 


concentrated in the wholesale and retail trade sectors, 
up $8.5 billion, while stocks were little changed in 
manufacturing. 


Quarterly final demand (that is, GDP excluding 
inventories) has slackened three times before since 
early 1983. In each of these instances (detailed below 
in Table 1), stock accumulation supported output 
growth until final demand picked up in the next 
quarter. There are no examples in the current expan- 
sion of a one-quarter jump in stock accumulation 
significantly deterring output growth in the following 
quarter. In fact, final demand has accelerated by an 
average 1.3 per cent in the subsequent quarter (see 
Table 1). 


TABLE1 Relation Between GDP, Stocks, and Final Demand Select Quarters in the Expansion 


% Change 
% Change Final Change in 
GDP Demand Stocks! 

First Quarter 1983 cles +0.3 + $6.0 
(Second Quarter) +2.2 +2.0 -$0.8 
Third Quarter 1983 +1.9 -0.1 + $6.8 
(Fourth Quarter) +0.8 +0.3 -$0.1 
Third Quarter 1985 +0.8 +0.6 + $2.1 
(Fourth Quarter) +1.8 +2.3 -$2.4 


1 Billions of constant 1981 dollars. 


The prospects for a similar configuration of GDP in the 
second quarter of 1986 are good: the indicators of final 
demand posted sizeable gains early in the second 
quarter. In April, the volume of retail sales jumped by 
1.2 per cent, housing starts rose by almost 20 per cent, 
and exports recovered by over 9 per cent. At the same 


time, the rising inflow of new orders to manufacturers 
(up 7 per cent in April) showed no signs of slowing 
down in response to the first quarter build-up of stocks 
in the wholesale and retail sectors. As a result, total 
output in April stood 1 per cent above its first quarter 
average. 


Household 


Household demand for consumer products and 
housing varied little in the first quarter, before 
recovering strength in April. However, employment in 
the related industries continued to post vigourous 
advances in 1986, and the trend of labour income units 
was positive. Data on the regions show performance 
gaps between the regions: conditions in Ontario and 
Eastern Canada strengthened, but they weakened in 
the Prairie Provinces, where unemployment rose from 
8.3 per cent in the first quarter to 9.2 per cent in May. 
However, employment and demand grew stronger in 
British Columbia, as the opening date for Expo 86 drew 
closer. Wage trends reflected the relative performance 
of each region. 


The rapid growth in personal expenditures on goods 
and services lagged for more than a year slowed in the 
first quarter, owing to a decrease in purchases of goods 
(-0.6 per cent). Outlays on services picked-up by 1.4 


per cent. The growth in total consumer spending went 
from an average quarterly rate of 1.4 per cent in 1985 
to 0.3 per cent in the first quarter of 1986. 


The decline in purchases of goods in the first quarter of 
1986 followed vigourous growth in 1985 (See Table 2). 
The rapid rate of growth in sales of cars and household 
goods turned negative when the tax exemption for 
RHOSPs was abolished. However, this decrease was 
partly offset by steady sales of non-durable and semi- 
durable goods, helping to keep sales of goods 2.2 per 
cent higher than the 1985 average. Among the factors 
favourable to a rise in spending on durable goods in 
1986, the most important are the decline in the cost of 
short-term credit and the increase in real income 
resulting from easing inflation. The consumer 
confidence index of the Conference Board rebounded 
sharply in the second quarter from a drop in the first, 
while durable good sales increased 2.1 per cent. 


TABLE 2 Distribution of Personal Expenditures, 1985-1986 


Total 
19851 

Real Expenditures for 
goods and services Sa 
Total, goods 6.2 
Durable goods P22 
Passenger cars ad es 
Household appliance 5.1 
Semidurable goods 520 
Clothing and footware 6.1 
Non-durable goods 3.4 
Food and beverages 4.1 
Total, services 3.4 


Second Fourth First 
Half Quarter Quarter April 
19851 19851 1986! 19861 
per cent 
2.9 Weak 0.3 n/a 
3.9 ibe -0.6 Lee 
7.6 2:5 -1.4 2.1 
9.1 1.4 -2.3 5.5 
5.5 4.1 -1.0 -0.4 
41 2.4 -0.2 0.6 
eh Zo -0.1 1.0 
1.8 at) -0.2 0.5 
1.8 a 0.2 2.0 
lad, 03 4 n/a 


1 Percentage change with respect to the previous period level. 


Capital expenditures for new housing remained 
virtually unchanged (+0.6 per cent) in the first 
quarter of 1986. The advance in work-put-in-place for 
apartment buildings offset the weakness among other 
types of housing. Work-put-in-place declined notice- 


ably in April (-5.0 per cent). However, spending 
should soon improve, given the relatively high levels 
of starts in urban areas in the second quarter (Table 3) 
following a rise in building permits in the first 
quarter. 


Starts in the single-family-housing sector continued 
to post high levels at the beginning of the year, as 
Table 3 shows. Despite the weakening of the market 
absorption for single-family units, prices of new 
houses continued to rise (Table 4). Prices of construc- 
tion materials increased at an accelerated rate and, 
according to a Canadian Home Builders’ Association 
report in June, builders in several provinces have 


Figure 1 
RDP Residential Construction 


120 already been affected by this increase in construction 
material prices. 
110 
TABLE 3. Housing Market Indicators 
100 Single 
Urban Family Multiple 
Total Housing Housing 
90 
1985 1 2 1 1 
Oct. 165.0 169.1 95.0 70.0 
80 Nov. 170.0 155.8 95.0 75.0 
Dec. 152.0 139.4 89.0 63.0 
70 1986 
2968 ed ee poe Jan. 135.0 177.0 82.0 53.0 
Feb. 15140 195.1 100.0 51.0 
March 145.0 177.4 96.0 49.0 
April 184.0 168.9 95.0 89.0 
May 170.0 168.0 91.0 79.9 


1 Number of housing starts. 
2Number of building permits. 


TABLE 4. New Housing Price Index by Metropolitan Area 


Quarterly percentage change, 1985 1986 
I II III IV I 

Canada 6 wl 125 1.6 3.6 
St-John’s = al 6 0 0.8 
Halifax eS ol 8 1g! -0.4 
Moncton/St-John Sell ES 0 0 0.2 
Quebec 1.9 1.0 1.0 a ie 
Montreal 9 iL al 8 2.0 1.9 
Ottawa 2 -1.6 8 6 0.9 
Toronto 1 a | 9 Mas 220) Nase 
Hamilton eo? 1.0 BT 2.6 ils 
St-Catharines/Niagara 3.4 1.8 > 1.0 45 
London 6 1.8 1.8 1.9 5.8 
Kitchener 4.2 2.4 6.5 29 Dye 
Windsor Medi Biel 1.9 9 29 
Winnipeg 3 oi 1.4 Z 2:3 
Regina 4 Le, al 6 LED 
Saskatoon =I -.1 =5 45, 1.0 
Calgary 9 He, 27 Hea) 4.7 
Edmonton -2.4 3 1.8 H2 og 
Vancouver =e -2.9 1.4 6 -0.2 


Victoria call -4.0 Sle =}. -1.0 


In the multiple-housing sector, starts (Table 3) were 
down considerably in the first quarter. However, the 
April and May levels (89,000 and 79,900 units 
respectively) in urban areas were up, following the 
rise in building permits in February and March. This 
growth was entirely due to the strength of the 
multiple-housing sector in Quebec. With 39,100 
housing units in March, Quebec accounted for 49% of 
Canadian activity in this sector, while Ontario 
followed with 28%. According to the Canadian Home 
Builders’ Association, there is now strong investor in- 


terest in this type of housing in Quebec, even though 
vacancy rates rose. The existence of this surplus is 
indicated by the number of completed and vacant 
multiple-housing units accumulating in the province’s 
metropolitan areas. Absorption of completed new 
units is also slowing in the Atlantic and Prairie 
regions, but especially in the Prairie Provinces, where 
activity has declined considerably. The vacancy rates 
in the Atlantic and Prairie provinces and in Ontario 
were up recently, while they were down in Quebec and 
British Columbia (Table §). 


TABLE 5. Vacancy Rates for Privately Built 
Apartment Building with Six, or More 


Units, by Regions! 
Rate on Rate on 

Regions April 1, October 1, 

1986 1985 
Atlantic 3:2 ey) 
Quebec 1S) ieee 
Ontario 0.5 0.4 
Prairies 3.4 aed 
British Columbia ital 21 
Canada ies 1.4 


1These regional data have been weighted using the 
relative weights of the metropolitan areas to which 


they apply. 


According to the Labour Force Survey (LFS) and the 
Survey of Employment, Payrolls and Hours (SEPH), 
employment growth accelerated in the first quarter, 
particularly in the goods-producing industries. In 
fact, the rate of employment growth in the first 
quarter is one of the highest recorded in the present 
expansion. The LFS indicates that employment in the 
second quarter stabilized at a level slightly above the 
first quarter average. 


Beginning in the fourth quarter of 1985, employment 
growth in the goods industries exceeded that in the 
service industries. By February, approximately 
166,000 jobs had been added in the goods industries - 


that is, almost half of all those added following the low 
point in November 1982. In the first quarter, there 
were gains of 6.1 per cent in construction, 2.3 per cent 
in manufacturing and 2.6 per cent in the primary 
sector (excluding agriculture). The slack that followed 
up to May was offset by accelerated employment 
growth in the services-producing industries. 
Employment increased in trade, transportation, 
communications and utilities, as well as in finance, 
insurance and real estate (See Table 6). In May, total 
employment was 1.3 per cent higher than the average 
in the fourth quarter, with men and women over 24 
years old benefitting most from the increase. 


TABLE 6. Distribution of Employment by Industry 


May 
Percentage change from previous period, 1985 1986 1986 
Industries TTA Snes HeTtlvge.snl hike pe 
[st 9nd 
Total half half 3Q 4Q Q1 (1) (2) (3) 

Non-agricultural 

paid workers 2.75 1.05 1.86 0.56 1:28 D3 4.94 8.44 uk 
Primary industries 

excl. agriculture 0.34 -2.82 3.82 2.33 3.64 2.63 -9.26 4.27 0 
Manufacturing 0.66 -0.29 0.57 -0.13 eats: 2.30 -5.64 6.21 1h 
Construction 2.67 -0.17 2.24 -0.79 3.26 6.15 -4,.75 9.70 5.8 
Transportation, 

communications, 

other utilities 3.04 oe 3.41 Z.02 EO1 0.41 0.58 5.43 3.85 
Trade S08 2.00 0.71 -1.13 1.64 oN 10.86 12.89 4.38 
Finance, insurance 

and real estate -0.32 -2.84 2.06 1.01 LAS ASAD 10.59 9.03 4.52 
Community, business 

and personal services 

and Public adminis- 

tration 4.10 22s 2.24 0.61 0.28 P23 8.30 2.29 


Ri 


(1) Percentage change with respect to pre-recession level (1981 average). 


(2) Percentage change with respect tothe average for 19 


83. 


(3) Percentage change with respect to the average of 1985. 


As employment increased, participation rates rose 
steadily, reaching a record 66.1 per cent in the first 
quarter of 1986. Although all the major age-sex 
groups contributed to the rise in the fourth quarter, 
the increase in the first quarter was attributable 
principally to adult women and young men. Among 
the major groups, only men 25 years of age and older 
continued to have a participation rate below the 1981 
level. According to the annual survey in March, the 
proportion of Canadians not in the labour force for 
reasons linked to the lack of jobs is highest in this 
group than any other. 


The unemployment rate has declined slowly in 1986, 
masking a marked improvement in labour market 
conditions; it went from an average of 10.5 per cent in 
1985 and 10.2 per cent in the fourth quarter to 9.6 per 
centin May. The gain in employment has neverthe- 


less been reflected in an appreciable decrease in long- 
term unemployment, a trend which began in 1985. 
The number of unemployed new entrants in the labour 
force remained at the same high level, owing to the 
exceptional net increase in the size of the labour force. 
It was the number of persons who had lost of a job that 
declined the most. The unemployment rate decreased 
more for men than for women, reflecting increased 
employment in the goods-producing industries. The 
unemployment rate among young women in May (14.3 
per cent) was practically the same as that in the third 
quarter of 1985 (14.2 per cent), but there was a drop 
from 9.4 per cent to 8.3 per cent among women 25 
years of age and older. 


Wage increases in major collective agreements fell 
slightly in the first quarter (3.5 per cent) from those 
recorded in the two previous quarters (3.8 per cent). 


This quarterly figure is one of the lowest reported 
since the the series began in 1967, and compares with 
the average in 1984 and 1985 (3.6 per cent). The 
manufacturing sector in Ontario led the rise. Wage 
increases were lower in other industries and 
provinces. 


As in 1984 and 1985, most of the new collective 
agreements were in the commercial sector. They 
covered 85,000 workers winning an average wage 
increase of 3.7 per cent. Approximately 56,100 
workers signed agreements in transportation, 
communications and other utilities, including 30,200 
employees at CN, CP and Via Rail. These agreements 
provided for an effective average increase of 3.8 per 


cent, compared with 5.0 per cent in the fourth quarter. 
A significant number of employees (17,200) also 
signed agreements in the manufacturing sector, 
receiving increases that, particularly in Ontario, 
continued to be among the highest offered. However, 
the average rate in manufacturing has slowed, falling 
from 5.2 per cent in the fourth quarter to 4.4 per cent 
in the first quarter of 1986. Meanwhile, increases in 
the primary sector (0.0 per cent), the trade, finance, 
insurance and real estate industries (2.9 per cent) and 
the construction industry (2.0 per cent) remained low. 
Increases in the non-commercial sector fell from 3.7 
per cent to 3.3 per cent in the first quarter, largely asa 
result of agreements reached between the Government 
of Saskatchewan and its employees. 


TABLE 7. Average Annual Increase in Wage Base Rates by Industry! 


1983 1984 

Primary industries ‘ay or 
Manufacturing industries 5:5 4.0 
Construction 6.0 1.9 
Transport, communications 

and other utilities 5.6 4.1 
Trade and finances, 

insurance and real estate 5.6 3.5 
Community, business and 

personal services or See 
Public administration 5:2 4.6 


1 Percentage change from previous year. 


The annual increases in base rates recorded in Ontario 
(4.7 per cent) continued to be higher than those 
recorded in Quebec (3.5 per cent), Eastern Canada (2.6 
per cent) and Western Canada (2.0 per cent). This 
continued a trend which began in 1985, when Ontario 
was the dominant contributor to overall growth in 
wages, representing approximately half of the 
agreements signed in the first quarter. Two-thirds of 
the agreements concluded in manufacturing, most of 


1985 1986 
1985 I Il IV I 
3.9 4.4 4.5 0.7 0.0 
4.3 4.1 3.3 5.2 4.4 
Lo Ibs 3.3 2.0 2.0 
3.4 3.7 3.5 5.0 3.8 
3.1 Sal es 2.7 a0 
3.2 3.0 4.0 2.8 3.6 
4.2 3.5 4.4 4.4 2.9 


which were in Ontario, provided for an average 
annual increase of more than 4 per cent. Of 18 
agreements in community, business and personal 
services concluded in Ontario, 12 provided for an 
increase of 5 per cent for one year. Finally, five 
agreements reached in the public-administration 
sector in Ontario provided for increases averaging 4.8 
per cent. These rates of increase are comparable to 
those of 1985. 


TABLE 8. Average Annual Increase in Wage Base Rates by Jurisdiction! 


1985 1986 

All industries a ae ee ee ee —- 
1983 1984 1985 II Ill IV I 

Canada 4.8 3.6 3.6 oot 35 3.8 Beh, 
Eastern Canada 6.7 BED Be 336 4.3 2.0 2.6 
Quebec et 226 3.8 4.2 3.8 ofl 3.5 
Ontario 6.2 4.5 4.9 4.4 bil 5.5 Af 
Western Canada 5.1 24 2.0 Py 1.8 1.9 2.0 
Federal Bib 4.6 3 3.6 3.1 4.8 a7 


1 Percentage change from previous year. 


Eastern Canada: PEI, Nova Scotia, New Brunswick and Newfoundland. 
Western Canada: Manitoba, Saskatchewan, Alberta and British Columbia. 


The regional breakdown shows a widening 
performance gap between the regions in 1986. The 
weakening of employment and demand in the Prairie 
Provinces contrasted with their strengthening in 
Ontario and Eastern Canada. British Columbia led 
the improvement in the indicators of activity. 


In the first quarter of 1986, the employment trend 
continued to accelerate and the labour income trend to 


increase in most regions of the country, as can be seen - 


in Table 9. The most. dynamic industries were 
construction, trade, and finance, insurance and real 
estate, due mainly to strong advances in housing 
starts (24 per cent) and nominal retail sales (11.6 per 
cent) in 1985. Only Quebec saw employment 
decelerate in the first quarter. This slowdown was 
connected with the community, business and personal 
services sector. In April and May, the weakness 
spread to the Prairies, where employment declined in 
most industries. 


Following solid advances in employment in 1986, 
retail sales rose strongly again in all regions in April. 
This strengthening followed a slowdown in the first 
quarter, that was explained in large part by a slight 
decrease in sales in Ontario. In April, as in the fourth 
quarter, Quebec and Ontario led the general advance. 
These two provinces also contributed most to the 
weakening of housing starts in the first quarter and to 
the subsequent firming. Housing starts changed little 
in May in the Prairie provinces and in British 
Columbia with respect to the first quarter level. 


A lower unemployment rate in all regions in the first 
quarter of 1986 reflected improved labour market 
conditions. This downward trend continued in April 
and May, except in the Prairie provinces, where 
employment declined by 0.9 per cent and raised the 
unemployment rate to the 1985 level (9.2 per cent). 
There was a parallel decrease in the participation rate 
in these provinces: it went from 70.0 per cent in the 
first quarter to 69.7 per cent in May. The participation 
rate also declined in Quebec, while it increased 
strongly in the other regions where employment 
growth was more solid. 


TABLE 9. Household Statistics by Region 


1986 
jst 2nd 
1984 1985 half half 3Q 4Q 1Q April May 
per cent 
Urban housing starts! 
Canada -16 24 dl 28.6 14.8 8.5 -11.5 27 -6.5 
Atlantic -14 43 0 3t 33 -25 -33 200 44 
Quebec 9 20 iby) 6.5 5.8 38 -20.4 58 10 
Ontario -15 31 -1.5 51 15.7 LES -19.3 20 -14 
Prairies -46 14 -5 52 33 -5 9.2 -5 -26 
British Columbia -21 15 32 1 4 10.6 34.6 0 -28 
Nominal retail sales! 
Canada 9.4 11.6 7.0 5.3 2.6 2.5 0.7 2.3 
Atlantic 10.4 10.4 7.0 D4 1.4 1.4 1.9 Dey J 
Quebec L2G? 9.6 5.9 4.3 1.9 nS Del Le" 
Ontario 10.4 12.8 8.0 5.1 2.4 29 0.5 2.7 
Prairies 4.8 13.2 8.9 4.7 2.5 Lil 2.6 0.8 
British Columbia 6.3 10.0 6.3 5.0 2.8 0.9 1-3 DADs 
Wages and salaries! 
Canada 6.0 7.0 3.3 3.8 271 1.4 - - 
Atlantic 7.6 6.3 2a 3.3 2.0 shits - - 
Quebec 6.9 6.4 Be 2.9 1.4 0.8 - - 
Ontario 7.6 8.0 3.5 4.8 2.5 Woe - - 
Prairies 3.6 6.3 3.4 BIA 1.6 bet - ~ 
British Columbia 1 Dil Fe oa oot 0.0 - - 
Employment (LFS)! 
Canada 2.5 2.8 1.3 1.6 0.5 1.0 1.5 0.5 -0.6 
Atlantic 2.6 1.6 -.1 1.9 1.0 1.0 1.3 0.6 -0.2 
Quebec 3.0 3.0 1.6 2.0 0.4 1:3 4 0.6 -0.7 
Ontario 3.6 3.8 2.0 12 -.3 3 127 0.8 -0.5 
Prairies 0.6 1.6 Bo Phe a? 1.0 1.2 -0.2 0.8 
British Columbia 0.4 22 5 13 0.7 0.6 ae 0.2 0.2 
rate 

Unemployment rate2 
Canada 11.3 10.5 10.8 10.2 10.3 10.2 9.7 9.6 9.6 
Atlantic 15.4 15.9 16.3 15.5 15.5 15.4 Ro 15.1 14.9 
Quebec 12.8 11.8 12.0 ike 11.6 11.8 Walod 11.4 10.6 
Ontario 9.1 8.0 8.3 edt 8.0 7.5 pl! 6.8 7.0 
Prairies 9.9 9.2 9.6 8.7 8.8 rasill 8.3 8.9 9.2 
British Columbia 14.8 14.2 14.5 13.9 13.5 14.3 12.8 12.4 
Participation rate? 
Canada 64.7 65.2 65.1 65.4 65.2 65.6 66.1 66.1 65.6 
Atlantic 56.5 56.9 56.8 57.0 56.8 SHA SST 57.8 57.5 
Quebec 61.5 62.2 61.8 62.5 62.1 62.9 63.0 62.7 61.6 
Ontario 67.4 68.0 68.0 67.9 67.8 68.1 68.6 68.9 68.6 
Prairies 69.0 69.1 68.9 69.4 69.2 69.6 70.0 70.1 69.7 
British Columbia 64.0 64.3 64.2 64.4 63.9 64.8 65.1 65.2 65.2 


1 Percentage change from previous period. 


2 Level. 
— Nilor zero. 
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Investment 


Business investment in plant and equipment was little 
changed in volume in the first quarter. The filtered 
versions of non-residential building permits and of new 
orders for capital goods augurs little change, while 
import growth for machinery and equipment remains 
restrained by lower imports of drilling equipment. The 
slack in outlays is broadly consistent with the 2.7 per 
cent increase in nominal investment forecasted by firms 
in the PPI survey conducted early in 1986. 


Figure 2 
Value of Non-Residential Building Permits 
Filtered Non-Filtered 


J 
(1981=100) 1985 1986 


Following a marginal gain in the second half of 1985, 
business investment in plant and equipment was 
virtually unchanged in the first quarter of 1986. Out- 
lays for non-residential construction rose marginally 
(0.3 per cent), while spending on machinery and 
equipment edged down by 2 per cent. A decline in 
exploration and development by the oil and gas 
industry, and weak demand for telecommunications 
and transportation equipment, restrained overall 
investment in the first quarter. The sluggishness of 
investment demand was evident in a levelling-off of 
the filtered version of shipments by manufacturers of 
electrical products (+0.1 per cent), metal fabricating 
(+0.4 percent), and machinery (-0.8 per cent). Imports 
of machinery and equipment grew by about 2 per cent 
in the first quarter, largely due to demand for office 
machinery and equipment. Imports of drilling 
equipment declined by 13 per cent. 


The leading indicators of business investment signal 
little change in the sluggish performance of invest- 
ment outlays. The 1.4 per cent drop in the non-filtered 
series for first quarter non-residential building 
permits lowered the filtered trend by one per cent. 
New orders in investment-related manufacturing 
industries followed a similar course into April, as 
marginal declines for machinery (-0.8 per cent) and 
electrical products (-1.2 per cent) accompanied slight 
increases in metal fabricating (+ 0.7 per cent). 


Corporate profits before taxes declined by 13 per cent 
in the first quarter. Most of the decrease reflected 
sharp drops in energy-related industries, notably for 
the large integrated oil companies. For example, net 
operating income in the mineral fuels industry fell 
from $1,476 million in the fourth quarter to $690 
million in the first, while the petroleum and coal 
industry recorded a drop from $1,001 million to $464 
million. (These two industries accounted for 16 per 
cent of business investment in 1985.) Excluding these 
two industries, net operating income of industrial 
corporations was little changed, as a large gain in 
forestry and paper companies offset a reversal for 
manufacturers of transportation equipment. Profits 
in most other industries remained virtually the same. 


Figure 3 
Net Operating Income 


Mineral Petroleum All Other 
Suels & Coal Industries 
1600 


5100 


4900 


4700 
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The erosion of corporate profitability in the first 
quarter was accompanied by a further improvement in 
financing conditions. With interest rates declining to 
their lowest levels of this decade, prices in stock and 
bond markets improved sharply in the first quarter 
and into April and May. The Toronto Stock Exchange 
price index had risen to a record level of 3122.0 by 
May, while the yield on long-term industrial bonds 
declined to under 10 per cent. Encouraged by these 
trends, non-financial corporations continued to issue 
equity and debt at near-record rates in the first 
quarter. Firms also were able to reverse by June the 
growth of short-term business credit, up $6 billion in 
the first quarter due to a sizeable build-up of nominal 
stocks in the quarter. 
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Prices 

The price deflator for GDP was little changed in the Sas a pa 

first quarter (+0.4 per cent), as a drop in the terms of Consumer Price Indexes 
trade offset a moderate increase in prices for final Nd Sabo IS 
domestic demand. The CPI and the IPPI moderated — ---- 


further early in the second quarter, as the drop in 
energy prices accelerated. At the same time, prices on 
international commodity markets firmed after 
declining sharply in the first quarter. 


The implicit price index for expenditure on GDP was 
little changed in the first quarter. The weakness 
largely originated in lower prices received for exports 
(-2.1 per cent). The decline was led by prices of crude 
materials, off 14 per cent as oil and gas were 
particularly weak. Lower prices in international 
markets for food and metal products were reflected in 
declines of 1.7 per cent for food products and 0.6 per 
cent for fabricated materials. The drop in export 
prices, combined with a 1.4 per cent increase in import 
prices, reduced the index of the terms of trade from J 0 J A 
95.1 in the fourth quarter to 91.8 in the first quarter. (1981=100) 1985 Roe 


In response to declining energy prices, the unadjusted 
Consumer Price Index (CPI) and the Industrial 
Product Price Index (IPPI) moderated early in the 
second quarter. Following a 1.0 per cent gain in the 
first quarter as a whole, the IPPI declined by a 
cumulative 0.8 per cent in the three-month period ~ Total 
ending in April. This drop originated largely in the 14 
per cent decline in prices posted by the petroleum and 
coal industries. Commodity prices were little changed 
for most food and mineral products in April, while 
prices for wood and paper products strengthened in 
response to a surge in U.S. demand for these 
commodities. 


Figure 5 
Industrial Product Price Indexes 
Petroleum 


(1981=100) 1985 1986 


The unadjusted CPI rose by a cumulative 0.9 per cent 
in the three months ending in May, compared to 1.4 
per cent in the three previous months. This 
slackening in the rate of inflation reflected a 
cumulative drop of 12 per cent in energy prices 
between February and May. Excluding energy prices, 
the CPI accelerated from 1.3 per cent to 2.1 per cent 
over the three months March to May. Sharply higher 
prices for durable goods in April (+1.6 per cent) and 
May (+1.2 per cent) led this upturn, largely reflecting 
price increases for new automobiles. 


The most recent data on commodity prices reveals a 
firming of prices during the second quarter. Following 
a sharp decline from 230 in January to 215 in April, 
the Commodity Research Bureau composite index 
(1967= 100) had recovered to nearly 220 by the end of 
June. A halt in the slide of crude oil prices, coupled 
with firming prices for wood and livestock, accounted 
for this reversal. The stabilization of crude oil prices 
was encouraged by the OPEC nations’ agreement to 
limit output to 17.5 million barrels a day in the second 
half of 1986. The increase in meat prices was led by 
hogs, as the Commerce Dept. reported that the popula- 
tion of pigs had dropped to an 11-year low (Ecst 28/6). 


The deflationary impact of lower commodity prices 
was uneven among OECD member nations, according 
to OECD data on the CPI available up to May. In the 
past six months, the CPI for the total OECD area has 
risen by 0.9 per cent. Declines over the last half year 
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were recorded in Germany (-0.3 per cent) and the 
United States (-0.1 per cent) while Japan edged-up by 
0.6 per cent. Over the same period, Canada registered 
a 2.2 per cent increase. The magnified impact of lower 
commodity prices — most of which are priced in U.S. 
dollars - on the CPI in overseas nations partly reflects 
the large divergence in foreign exchange rates vis-a- 
vis the U.S. dollar. Whereas most nations have 
recorded substantial appreciations in their currency 
(notably Japan), the Canadian dollar has been stable 
relative to its U.S. counterpart, and declined by 10 per 
cent on a trade-weighted basis. Table 10 below details 
recent trends in trade-weighted exchange rates for 
several large OECD member nations. (The table uses 
the International Monetary Fund method of assigning 
weights based on multilateral trade shares.) 


TABLE 10. Trade-Weighted Exchange Rates 
(1975 = 100) 


Annual 
June June %o % Change 
1985 1986 Change CPI 


Canada 87.7 78.7 =10es +41 


France 64.3 69.1 +7.5 +2.3 
WestGermany 120.4 134.9 +12.0 -0.2 
Japan 155.6 205.0 Sod lite: +121 
UK ee, THORS: = he +2.8 


USA 148.8 114.3 -23.2 srl Ae 
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External Sector 


In the first quarter of 1986, the trade balance dropped 
sharply by $1.5 billion —- down almost 40 per cent from 
the fourth quarter of 1985 — owing to declining exports 
and increasing imports. The trade surplus with the 
United States fell, while the deficit with the other coun- 
tries stayed approximately the same level. Economic 
recovery in overseas countries remained weak. 


The decline in the balance of trade in the first 
quarter followed gradual declines in 1985. The value 
of imports continued to climb, pushed up by the 
appreciation of foreign currencies, while exports 
posted their largest decrease since the fourth quarter 
of 1982, largely as a result of slumping energy prices. 
In addition, the continued weak recovery in overseas 
countries did not make up for the slowdown in growth 
of American demand for exports. In particular, the 


Figure 6 


Laspeyres Price Index for Exports 
Total Raw Energy Fabricated 
Material Material 


Qt Q2 
(1981=100) 


Q3 Q4 Qi 
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economy of Japan, weakened as its real GNP dropped 
(by 0.5 per cent) for the first time in 11 years, 
reflecting slumping auto exports to the United States. 


In the first quarter, the value of exports fell by $935 
million, a drop of 3.0 per cent. The short-term trend 
posted a decrease for the fourth consecutive month 
(-1.9 per cent). The slump in energy prices was the 
primary reason for this decrease. The value of exports 
fell by $714 million for crude petrolem, $339 million 
for petroleum and coal products, and $207 million for 
natural gas, with price index decreases of 42.6 per 
cent, 2.9 per cent and 8.6 per cent respectively. The 
prices of these products were major factors in the 
reduction of export prices for crude materials (-14.0 
per cent) and fabricated materials (-0.6 per cent), and 
for total exports (-2.4 per cent). 


In addition, car exports declined by $481 million, 
reducing the trade surplus in the automotive sector to 
$91 million. This is the lowest quarterly trade surplus 
since the first quarter of 1982. The weakness of 
exports of Canadian vehicles was in part due to 
relatively slow sales of North American cars in the 
United States while levels of American stocks were 
high (Table 11). However, the decrease in motor 
vehicle production in Canada coincided with a smaller 
number of working days in March because of the 
Easter holidays. 


TABLE 11. Automotive Industry Statistics Annual Figures Canada and United States* 


Canadian Canadian Us: Total U.S: 

Date Production Sales Production Sales 
1984 1,023 971 Te US 10,390 
1985 1,071 Leis 8,183 11,039 
1985 IV 1,180 1179 (eS33 10,324 
1986 I 1,042 1,116 8,267 10,676 
1986 January 1,032 1,144 8,400 11,490 
February 1,057 1,146 8,700 10,865 
March OST 1,058 7,700 9,672 
April 1,143 Pius 8,100 LELTO 
May 939 7,600 11,300 


*In thousands of units 


As far as other products are concerned, the value of 
wheat exports fell by $241 million, owing to world sur- 
pluses and the decrease in prices for Canadian wheat. 
On the other hand, exports of certain commodities 
rose — for example, ores (+$144 million), wood 
products (+ $216 million) and metal alloys (+$268 
million). 


The value of imports rose by $634 million, an increase 
of 2.3 per cent. Although this is the fifth consecutive 
quarterly increase, the short-term trend turned 
negative (-2.1 per cent) by the end of the quarter. 


Figure 7 
Terms of Trade (Laspeyres Price) 


Total Raw Fabricated Finished 
Material Material Products 


ee 


1981 1983 “985 
(1981=100) 
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The rise in the value of imports is due in large part to 
the depreciation of the Canadian dollar relative to the 
American dollar and the Japanese yen. The Canadian 
dollar fell to 71.2 cents American, compared to 72.5 
cents and 73.5 cents in the two previous quarters. 
The deterioration in the terms of trade affected all 
product groups, but particularly, the prices of 
fabricated materials and crude materials, which fell 
by 4.1 per cent and 3.2 per cent respectively (Table 12). 
The difference between export and import prices 
continued to increase for energy products (-11.3 per 
cent). 


In the first quarter, 62 per cent of the increase in 
imports was in non-automotive finished products. The 
increases were largest for office machines ($59 
million) and non-automotive transportation 
equipment (+$51 million for aircraft and +$71 
million for other transportation equipment). There 
was a Significant increase in consumer finished 
products, particularly clothing ($77 million). On the 
other hand, industrial investment goods posted only a 
marginal advance, despite the increase in prices due to 
the exchange rate. 


TABLE 12. Ratio of Export to Import Prices (Laspeyres Index, 1981 = 100) 


Finished products 


Crude materials 


Fabricated materials 


Period Patel Ai Si te, Hl Ea eee eT ees eee 3 Se Se eee 
Auto. Non-auto. Energy Ores Other Wood Chemical Metal Other 

85 1 1.053 0.940 0.910 1.021 1.109 0.967 0.902 0.972 0.998 

85 II 1.055 0.933 QS PAT! 1.043 1.145 0.975 0.919 0.983 0.963 

85 Ill 1.051 0.938 0.951 1.085 1.165 0.993 0.917 0.985 0.981 

851V 1.039 0.926 0.884 1.028 22 0.969 0.906 0.983 0.979 

86 I 1.025 0.922 0.784 1.050 1.041 0.900 0.841 0.920 0.946 


ee EE ee 
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Figure 8 
Imports of Finished Products 
Investment Consumption 


Financial Markets 


Canadian short-term interest rates rose during the first 
quarter. The bank rate advanced more than 2 percen- 
tage points during the first two months of the year, but 
then fell again and closed the quarter at 10.44 per cent 
(up I percentage point from December). This activity 
coincided with a drop in the Canadian dollar, which 
fell to a record low against the U.S. dollar at the 
beginning of February. However, this situation did not 
prevent bond yields from declining for the quarter as a 
whole, showing the transitory nature of the increase in 
short-term rates observed at the beginning of the year. 
In addition, the gap between one-year and five-year 
mortgage rates narrowed to 25 basis points in Febru- 
ary; this was the first time this had happened, since the 
fall of 1981, when the rates reached record levels. 


Figure 9 
Toronto Stock Exchange 
Price Index 


Governments issued a net $5.3 billion in marketable 
bonds, approximately the same amount as in the 
fourth quarter of 1985. For the federal government, 
redemptions of Canada Savings Bonds, which were 


lid 


Business loans by banks posted an unprecedented 
increase during the quarter, totalling more than $9 
billion. However, there was a strong shift toward such 
loans following the very pronounced decrease in the 
level of bankers’ acceptances ($4.2 billion). Although 
net bond and share issues by Canadian corporations 
fell slightly below the levels observed in the three 
previous quarters, they have remained above the $4.5 
billion level for a year. The Toronto Stock Exchange 
Composite 300 was up 147 points at the end of the 
quarter. Large decreases for oil and gas (-502 points) 
and gold (-393 points) were outweighed by increases 
for paper and forest products (+763 points), the 
merchandising group (+546 points) and metals and 
minerals (+ 258 points). 


Figure 10 
Interest Rates in Canada 
Long-term 
Bond Rate 


Prime Rate 


becoming less attractive following the sudden upswing 
in short-term rates, totalled almost $5 billion. 
However, this was offset by record issues of Treasury 
bills ($7.5 billion). 
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International Economies 


The OECD secretariat, in its projection dated May 16, 
forecasted a slight upturn in growth for the OECD 
region — from 2.8 per cent in 1985 to 3.3 per cent by 
1987. Most of the improvement reflects the stimulative 
effect of lower commodity prices, and thus improved 
current account balances. The secretariat noted that 
the major long-term effect of lower oil prices may be to 
permit member nations to deal decisively with 
structural impediments to growth within the OECD, 
such as barriers to trade, large trade imbalances 
between several OECD nations and large budgetary 
deficits. However, the secretariat warned that the risk 
of forecast error is unusually large, as it is unclear how 
long the new conditions will endure and whether the 
opportunity they present will be seized. 


The OECD secretariat projects that oil import prices 
will decline from an average of $26.50 (U.S.) per barrel 
in 1985 to $15 in the second half of 1986 and 
throughout 1987. This assumed fall would reduce the 
OECD nations’ net annual import bill by $65 billion, 
or nearly 1 per cent of their combined GNP. Together 
with unexpected weakness in non-oil commodity 
prices, the OECD’s terms of trade improved by almost 
1.5 per cent of the area’s GNP in the first half of 1986. 
In addition to a lower import bill for the OECD area, 
the drop in oil prices will redistribute about $80 billion 
from energy producers within the OECD area to 
energy consumers (See Table 13). 


TABLE 13. Income Transfers From Lower Oil 
Prices (Billions of U.S. dollars) 


Producers Consumers Net 

OECD -69 +132 +63 

OPEC =70) +11 -59 
Other Developing 

Countries =32 + 34 +2 


Falling prices for oil and non-oil commodities have 
already led to a palpable improvement in inflation. 
Indeed, consumer prices for the OECD area declined 
from February through April, the longest period of 
lower prices recorded in the 25-year history of the 
index. The OECD secretariat expects inflation to 
slacken from 4.8 per cent in 1985 to about 3 per cent in 
1986 and 1987. (A slowdown in inflation in the fourth 
and fifth years of a cyclical upswing is without 
precedent in the post-war history of business cycles in 
the OECD nations.) The drop in inflation, combined 
with a one-quarter decline in the effective exchange 
rate of the U.S. dollar over the past year, was accom- 


panied by falling short- and long-term interest rates in 
nearly all member countries. The largest declines in 
interest rates in the first half of 1986 oecurred in 
Japan, West Germany and the United States. These 
nations have recorded lower prices over the most 
recent six months, while leaving fiscal policy on course 
so as to further reduce budget deficits. 


Japan 


In early April, Prime Minister Nakasone announced a 
comprehensive plan to stimulate domestic demand 
and reduce the trade surplus. The plan injected the 
equivalent of $10 billion (U.S.) into domestic demand, 
and included cuts in utility rates, lower import prices 
(notably for food), accelerated public works spending 
and incentives to residential construction. Soon after, 
the Bank of Japan announced a cut in its discount rate 
from 4 per cent to 3.5 per cent. This was the third drop 
in 1986. 


The Economic Planning Agency (EPA) maintained its 
forecast of 4 per cent real growth in 1986, despite a 0.5 
per cent drop in real GNP in the first quarter, the first 


_ quarterly contraction in 11 years. The drop in GNP 


reflected a 4.9 per cent decline in export volume, with 
all of the drop occurring in auto shipments to the 
United States (the result of voluntary export 
restraints). However, the EPA said that auto ship- 
ments have already rebounded in the second quarter. 
The EPA also noted that the drop in real net exports in 
the first quarter reflected a sizeable increase in the 
terms of trade, which arose from the combined effect of 
lower prices for commodity imports and a sharp 
appreciation in the value of the yen. Asa result, the 
nominal trade surplus had expanded to record levels 
by May. The increased wealth accruing to Japan from 
its improved terms of trade accompanied notable 
growth in domestic demand in the first quarter. In 
particular, consumer and housing demand were up 0.7 
per cent and 2.5 per cent respectively (FT 9/4, 25/6). 


West Germany 


As in Japan, West Germany saw a decline in real GNP 
in the first quarter as the terms of trade rose sharply. 
Real GNP fell 1.7 per cent, although the Council of 
Economic Advisors maintained its forecast of over 3 
per cent growth in 1986. Real net exports fell by DM 3 
billion as import volumes rose and exports were little 
changed. In nominal terms, however, the effect of 
sharply declining import prices served to raise the 
trade balance from DM 27.5 billion to DM 34.0 billion. 


The Council of Economic Advisors cited lower oil 
prices and interest rates as the basis of its optimism 
for 1986. It estimated that the drop in world oil prices, 
combined with a 55 per cent appreciation of the mark 
vis-a-vis the U.S. dollar since February 1985, would 
save consumers up to DM 10 billion. This is roughly 
equivalent to the personal income tax cut that will 
take effect during 1986. Following an average gain of 
1.7 per cent in 1984 and 1985, real domestic demand is 
expected to rise about 4 per cent in 1986, with an 
increase in the CPI of only 1 per cent (FT 11-26/6; Ecst 
14/6). 


France 


The government of France forecasted 3 per cent 
growth by 1986, after gains of 1.1 per cent in 1985 and 
a forecasted 2.5 per cent in 1986. It is expected that a 
surge in consumer demand — evident in an annual 11.5 
per cent increase (at annual rate) in retail sales in 
April - will be reinforced by a recovery in exports and 
by a sharp gain in industrial investment. Real GNP in 
the first quarter stood 2.8 per cent above its level a 
year ago. 


The new Prime Minister, Jacques Chirac, outlined 
plans to continue reducing government intervention 
in the economy, although no final decision has yet 
been made on lowering income taxes. The plans call 
for the privatisation of some government-owned 
companies (such as Renault), terminating government 
subsidies to money-losing industries, and the 
deregulation of the communications industry (FT 25/6; 
L’Exp. 20/6; BW 16/6). 


United States Economy 


The revised estimates for first quarter GNP in the U.S. 
reveal real growth was 0.7 per cent, slightly above the 
average quarterly gain of 0.5 per cent over the past 
year. Most of the growth originated in a $35.3 billion 
increase in stocks and a slight improvement in real 
net exports. Final domestic demand declined 0.5 per 
cent, as advances in household spending were 
outweighed by a large drop in business investment. 
Industrial production rose by 0.5 per cent in the first 
quarter, and was little changed from its level of a year 
earlier. Over the same four quarters, final sales in the 
United States recorded slow growth of 1.4 per cent, 
while real imports rose by 14.2 per cent. 
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Following a flat fourth quarter, consumer demand 
expanded by almost 1 per cent in the first quarter. The 
gain in consumer outlays was concentrated in non- 
durable goods and services, at a time when real 
disposable income grew by 1.5 per cent. Spending on 
durable goods edged down, as lacklustre car sales 
followed the expiry of special incentive-to-purchase 
programs in March. However, the reintroduction of 
sales incentives helped to boost unit sales of North 
American-built passenger cars from 7.88 million (at 
annual rates) in the first quarter to an average of 8.13 
million in April and May. This rebound in auto sales 
led to gains in total nominal personal expenditure of 
0.5 per cent in April and 0.9 per cent in May. 


Residential construction continued to rise steadily, 
posting a 2.5 per cent gain in the first quarter. 
Housing starts rose 12.7 per cent, to an annual rate of 
1.998 million units in the first quarter, and stabilized 
at this level in April and May. Most of the recent 
strength in housing starts was concentrated in single 
family dwellings, where sales of new and existing 
homes had risen to record levels by the end of the first 
quarter. By April, the conventional mortgage rate had 
declined to a 10-year low of just under 10 per cent, 
compared to nearly 12 per cent in the fourth quarter of 
1985. However, upward pressure on interest rates 
from April through June contributed to a softening of 
conditions in the housing market during those 
months. 


Figure it 
U.S. Economy 
Prime 
Lending Rate CPI 


326 
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Business investment in plant and equipment declined 


about 3 per cent in the first quarter, following an Figure 12 
increase of nearly 3 per cent in the previous quarter. Composite Leading & Coincident Index 
This flattening-out of business investment is Leading Coincident 


consistent with the 1.3 per cent drop in real outlays by 
firms forecasted in the spring survey of investment 
intentions. The mining and utility industries led the 
retrenchment in investment at the turn of the year; 
further cutbacks are planned as a result of surplus 
capacity in these industries. The first quarter drop in 
investment by manufacturing industries - 2.5 per 
cent — was considerably more severe than the 
moderate decline forecasted by these firms for 1986 as 
a whole. A recovery in investment spending is 
augured by the sharp divergence between shipments 
(-5.5 per cent) and new orders (+4 per cent) for capital 
goods industries reported in manufacturing in the first 
quarter. 


Cutbacks in the mining and utility industries, notably 
oil and gas, restrained industrial output and employ- 
ment in the first quarter and into April and May. 
These industries lowered total production by 5.5 per 
cent in the first quarter and by a further 1.5 per cent in 
April and May. Total manufacturing production fared 
better, rising by 1.8 per cent in the first quarter and by 
0.1 per cent over the next two months. 


Extensive layoffs in oil- and gas-producing states 
helped to restrain employment growth (in the 
household survey) to 0.7 per cent in the first quarter 
and 0.3 per cent to date in the second quarter. With 
matching gains in the size of the labour force, the 
unemployment rate was little changed at 7.1 per cent. 


Note: Influences on the unemployment rate 
after 1975 


Francine Roy-Mayrand and Gaétane Proulx 


Another perspective on the development of labour 
demand over time can be gained if variations due to 
changes in demographic and industrial structure or in 
participation rates are excluded from the unemploy- 
ment rate. Such standardization allows us to deter- 
mine the relative influence of these factors on the 
stabilization of the unemployment rate at a high level, 
despite the strong recovery in employment following 
the 1981-82 recession. Our results reveal that 
participation rates and changes in the industrial 
structure of employment have the dominant impact on 
the unemployment rate. However, those movements 
were partly offset by the change in the industries 
demographic structure, suggesting that workers in the 
different age-sex groups were to some extent 
interchangeable. We did not find that variations in 
demographic composition had an appreciable effect on 
the unemployment rate. 


Calculated on the basis of the fourteen age-sex groups, 
six overall unemployment rates were obtained. In 
their construction, the average 1975 values were used 
with respect to demographic and industrial structure, 


ya 


the participation rate or a combination of these fac- 
tors. Table 1 presents these six overall unemployment 
rates juxtaposed with the official rate. The following 
descriptions of these rates are given in the order in 
which the rates appear. 


(1) Excludes participation-rate variations; participa- 
tion rates of all fourteen groups are held at the 
1975 level. 


(2 


— 


Excludes changes in industrial structure of 
employment; share of a particular industry in 
total employment is held at the 1975 level. 


(3) Excludes changes in industrial structure and 
participation rate — that is (1) and (2). 


(4) Excludes changes in the demographic composition 
of employment by industry; proportion of each age- 
sex group in a particular industry is held at the 
1975 level. 


(5) Excludes changes in demographic composition of 
employment by industry and variations in 
industrial structure — that is, (2) and (4). 


(6) Excludes changes in the structure of the working- 
age population; proportion of each of the 14 groups 
in the total population is held at the 1975 level. 


Figured 
Unemployment Rate 
Standardized Standardized 
Rate (1) Rate (2) 


Published 


{ors 1978 


1981 1984 


(1)For change in industrial structure of employment 


(2)For change in participation rates 
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TABLE 1. Unemployment Rate 


Official 
Year (1) (2) (3) (4) (5) (6) rate 
1975 6.9 6:9 G9 6.9 6.9 6.9 6.9 
1976 rept te eZ 7.0 (a: Thea ack 
1977 1.3 7.8 vel 8.1 ol 8.2 8.1 
1978 5.8 8.1 5.8 Bez 8.3 8.5 8.4 
1979 3.0 13 Sou 108) 7.4 ELS 4D 
1980 Ze 123 2.0 7.9 dep (7: (ine 
1981 let (2 1.6 hak 7.5 7.8 ) LD 
1982 6.5 10.3 5.9 ih G 11.0 Ne | 11.0 
1983 7.0 11.0 6.4 Jli:9 T1E9 19 11.9 
1984 5.8 9:9 4.8 EG pS hace: be. Lins 
1985 4.2 9.1 fy! Ide 10.5 10.5 10.4 


The results shown in Table 1 reveal that, after 1975, 
participation rates had the greatest influence on the 
unemployment rate. Exclusion of participation-rate 
variations brought the overall 1985 unemployment 
rate down from 10.5 per cent to 4.2 per cent. This 
movement in the participation rates is attributable to 
women in most age groups, but particularly to those 
aged 25 to 44; the rates for men in most of the age 
groups remained stable over this period. However, the 
stable rate for young men followed sustained growth 
in their participation in the early 1970s; for example, 
the participation rate for men aged 15 to 19 rose from 
44.9 per cent in 1970 to 54.8 per cent in 1975, a more 
pronounced increase than that for women in the same 
age group. As Table 3A shows, given the significant 
increase in employment, holding the participation 
rates at 1975 levels would have resulted in a negative 
level for female unemployment and an increase in 
male unemployment in 1985. The rates of unemploy- 
ment for women in 1985 were slightly higher than 
those for men. 


The second factor explaining the continuing high level 
of unemployment is the change in the industrial 
structure of employment, the influence of which grew 


in the 1980s. Excluding changes in industrial 
structure would have brought the overall 1985 
unemployment rate down from 10.5 per cent to 9.1 per 
cent. The industrial structure changed during this 
period, as employment growth shifted away from the 
goods-producing industries and toward the services- 
producing industries. The latter industries’ share of 
total employment rose from 63 per cent in 1970 to 71 
per cent in 1985. In 1985, almost one-third of workers 
were employed in the community, business and 
personal services sector, compared with 25 per cent in 
1970. But this growth in employment contributed 
very little to reducing unemployment because the jobs 
in these industries were concentrated in the groups 
with the lowest labour-market participation rates - 
namely, young people and women. These groups carry 
less weight in the determination of overall unem- 
ployment. As Table 3B shows, use of the 1975 indus- 
trial structure would have resulted in a lowering of 
the unemployment rates for men, in particular older 
men, while most of the rates for women would have 
increased. Table 2 shows which industries dominated 
employment in each age-sex group in 1985. The com- 
bined exclusion of changes in the participation rate 
and the industrial structure are shown in Table 3C. 
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TABLE 2. Industrial Structure of Employment by Age-Sex Group, 1985 
ee eee 


Transp., Pink ins 
Prim. Comm. & & real Pub. 
Agric. Ind. Manuf. Constr. Pub. Util. Comm. — estate Serv. Adm. Total 
SEL AE AE 5 5 ME AR Os AS RS 2S SRO Ts DA 7 hr oe RM Sone Bees Sones. Pas ae cae hate 
Men 
15-24 .09 02 11 06 03 33 01 2 03 100 
20-24 04 04 23 08 07 24 02 2 04 100 
25-34 04 05 24 08 2 ibe 04 19 07 100 
35-44 04 04 v8} 08 11 14 04 pal 09 100 
45-54 .06 04 22 09 12 14 04 18 09 100 
55-64 .08 03 22 07 11 15 04 .20 08 100 
65+ 24 0 09 0 0 15 09 .28 0 100 
Women 
15-24 03 0 06 0 01 29 02 54 .03 100 
20-24 01 01 4 01 04 2 10 43 06 100 
25-34 02 01 12 01 06 15 10 46 08 100 
35-44 .03 01 11 02 04 is’ 08 49 07 100 
45-54 04 01 13 02 04 19 06 46 06 100 
55-64 05 0 10 01 04 .20 .06 AT .06 100 
65+ 0 0 0 0 0 23 0 .50 0 100 


Excluding changes in the demographic composition of 
employment by industry would raise the published 
unemployment rate (See Table 3D). This is because 
the growth in services during the study period would 
have benefited young people more than women, since 
young people increasingly were replaced by women in 
several industries after 1975. In addition, the share of 
community, business and personal services in employ- 
ment increased for all male age groups over the ten 
years. These factors limit improvement in the 
unemployment rates when the 1975 weights are used. 
Given the decreasing proportion of young people in the 
total population and the large weight of men in the 
labour force increased employment would have been 
translated into an unemployment rate higher than the 
published rate. As Table 3E shows, if variations in the 
industrial structure of employment were also 
excluded, the unemployment rate would be more or 
less the same as the published rate. 


Changes in demographic structure had almost no 
effect on the overall unemployment rate, although 
they did modify the configuration of the unemploy- 
ment rates among the groups. As Table 3F shows, the 
constructed unemployment rates for workers aged 15 
to 24 and aged 55 and over would have increased, 
while they would have decreased for workers in the 
middle age groups (those aged 25 to 54) in relation to 
the levels published in 1985. These movements offset 


each other, as our construction shifts towards those 
groups whose participation in the labour market is 
less intense — that is, young people and workers aged 
55 and older. The proportion of young people in the 
total population decreased from a peak of 26.3 per cent 
in 1975 to 21.9 per cent in 1985; meanwhile, the 
proportion of persons aged 25 to 34 increased from 21.0 
per cent to 22.8 per cent, making it the largest age 
group in the population. 


Even when the unemployment rates for all age-sex 
groups are held constant, excluding of changes in the 
population structure does not produce an 
unemployment rate significantly diffferent from that 
published. For example, we held the unemployment 
and participation rates for the 14 age-sex groups at 
their 1985 level and derived the unemployment rate 
up to 1991 using population projections. The result 
was an unemployment rate of 10.1 per cent in 1991, 
compared with 10.5 per cent in 1985 - that is, a 
minimal decline of less than 0.1 percentage points per 
year. This marginal improvement occurs in tandem 
with a slow shift in the population toward the older 
age groups, which post lower unemployment rates. In 
1985, the unemployment rates for women and men 
aged 25 to 34 were 11.5 per cent and 10.4 per cent 
respectively, while for those aged 35 to 44 they were 
8.8 per cent and 7.1 per cent respectively. 
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TABLE 3A. Unemployment Rate Standardized for Changes in Participation Rates 


Men Women 

Year peal ie a A ee ee eee a See Me Ses Sa 

15-19 20-24 25-34 35-44 45-54 15-19 20-24 25-34 35-44 45-54 
1975 15.4 10.5 5.0 | 3.8 14.5 wt 8.0 5.0 5.7 
1976 19.4 10.9 4.9 4.0 3.8 16.0 9.3 Gar gel 1.0 
Lote 18.8 12.4 5.8 4.6 4.6 18.0 9.2 4.8 -0.3 Ora 
1978 18.1 i Ba 5.8 4.7 4.4 16.1 7.1 =i .Z -4.6 -3.3 
1979 12.5 9.5 5.0 St 4.0 9.8 4.6 -4.5 -7.6 -6.1 
1980 IAA 9.9 5.7 4.4 4.2 6.9 Zul -9.6 “203 -10.0 
1981 TES 10.6 5.9 4.4 4.1 5.5 PAA -13.6 -17.4 -14.1 
1982 20.9 19.5 11.4 8.2 Tes 13-7 6.6 -11.0 -16.6 -13.0 
1983 26.6 220 13.5 9.1 7.9 15.6 6.4 -13.3 -17.8 -16.1 
1984 22a) 19.6 29 8.8 ced Leo ae -15.4 -21.8 2171 
1985 21.9 17.9 | Be 7.8 8.2 8.6 3.2 -18.4 -24.0 -22.5 
1985* 20.9 17.0 10.4 vel OF 16.8 13.4 pa eas 8.8 (Pie! 


* Official Rate 


TABLE 3B. Unemployment Rate Standardized for Changes in the Industrial Structure 


Men Women 

Year ee ee ee oe ee eee 

15-19 20-24 25-34 35-44 45-54 15-19 20-24 25-34 35-44 45-54 
1975 15.4 10.3 el 315 By! 15.3 9.2 8.4 5.8 6.0 
1976 16.1 BZ 9) 4.1 3.8 16.1 10.6 8.6 thok 5.5 
1977 16.9 11.8 5.7 ono) 3.5 17.4 12.9 9.9 8.1 7.0 
1978 A 12.0 5.7 4.1 3.9 19.0 12.6 10.6 8.5 ipa 
1979 15.3 LOS 512 3.4 2.9 Kil 11.6 9.8 ash Aids 
1980 15.4 9.9 5.2 3.4 Joh 17-0 12 9.8 7.8 Te 
1981 14.9 10.8 4.9 S12 2.4 18.0 11.8 10.6 7.9 6.5 
1982 22.6 16.1 8.2 orl 3.8 paged eZ 14.0 pe) 9.4 
1983 22.1 18.0 8.9 5.3 m8 24.4 £3.2 15.3 L203 10.5 
1984 17.9 13:9 7.9 4.6 3.4 21.9 17.5 Veal PAR: 10.2 
1985 17.3 12.6 6.2 343 2.4 20.6 15.8 14.9 1 OP 9.8 
1985* 20.9 17.0 10.4 tial! Ona 16.8 13.4 11.5 8.8 7.8 


* Official Rate 
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TABLE 3C. Unemployment Rate Standardized for Changes in the Industrial Structure and Participa- 


tion Rate 
Men Women 

Year ee ee ee eee ee 

15-19: 20-24 25-34 35-44 45-54 15-19 20-24 25-34 35-44 45-54 
1975 15.4 TOES 5.1 3.6 B71 15.3 9.2 8.4 5.8 6.0 
1976 19.2 11.0 5.2 AD 4.0 e170 10.0 6.8 3.9 ht 
1977 17.6 11.6 516 4.2 3.9 18.7 10.5 6.0 OFF 0.8 
1978 17.0 Ted as 4.2 3.6 18.0 8.3 0.1 -3.5 -2.0 
1979 11.5 8.9 4.7 oe 2.9 bees 5.9 -2.9 -6.4 -4.8 
1980 10.4 8.4 Dat 3.6 2.8 8.8 5.0 -7.0 -10.2 -8.9 
1981 9.3 9.2 4.8 Shee: 23 8.3 39 -10.9 -15.3 -12.9 
1982 23.8 16.6 9.3 6.0 4.7 fal 9.6 -6.6 -13.0 -10.6 
1983 24.5 1337 10.4 6:3 4.1 20.1 9.7 -8.3 -13.9 -12.9 
1984 18.8 Rent 9.4 ae 5.0 17.0 8.1 -11.0 -17.9 -15.0 
1985 18.6 13.6 7.4 4.0 3.9 12.8 6.0 -13.9 -19.4 -19.8 
1985* 20.9 17.0 10.4 een 6.7 16.8 13.4 DIES 8.8 7.8 
* Official Rate 


TABLE 3D. Unemployment Rate Standardized for Changes in 


Employment by Industry 
Men 
Year aS ae a ed a 

15-19 20-24 25-34 35-44 45-54 15-19 
1975 15.4 10.3 5.1 3.6 ea To3 
1976 12.1 107 6.6 2.4 2.3 14.2 
1977 14.5 12.3 8.4 2.8 1.8 P23 
1978 WAT 11.8 8.1 2.0 -0.3 11.7 
19% 12.5 10.0 6.9 12 -4.3 WR 
1980 11.8 9.2 Tol 7 -6.5 11.4 
1981 8.5 8.5 mau) aye | -8.4 8.6 
1982 20) 11.6 Lis t3 -4.5 2.3 
1983 -4.0 12.6 ea 15.0 -4.0 -4.3 
1984 -7.9 10.9 1s: 16.4 -7.1 -10.3 
1985 -15.4 8.6 10.9 MY Se -9.1 -14.2 
1985* 20.9 0 10.4 TBI 6.7 16.8 


the Demographic Composition of 


20-24 


9.2 
10.2 
11.7 
Pro 
10.8 
10.3 

9.3 
11.6 
AU here 
10.7 

7.5 
13.4 


Women 


25-34 


8.4 
11.6 
14.2 
19.2 
20.0 
22.5 
25.6 
28.1 
30.1 
31.3 
alg 
11.5 


35-44 


5.8 
8.4 


1S bese) 
14.5 
14.9 
Ls 
22.3 
29.2 
32.6 
36.3 
37.5 

8.8 


45-54 


6.0 
839 
8.5 
8.3 
5.9 
6.3 
6.6 
9.5 
11.3 
LLG 
12.8 
7.8 


* Official Rate 
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re 
TABLE 3E. Unemployment Rate Standardized for Changes in Demographic Composition of Employ- 


ment by Industry and Variations in Industrial Structure 
ea i ie ea eee 


Men Women 

Year 

15-19 20-24 25-34 35-44 45-54 15-19 20-24 25-34 35-44 45-54 
Oe SSS Ee se 
1975 15.4 10.5 5.0 or 3.8 14.5 9.1 8.0 5.9 524 
1976 a) ito1 6.9 Det Vn 55) 13.2 10.3 A 8.5 8.5 
1977 Us jer 11.8 8.1 2.4 eal 11.6 12.8 14.9 12ia 8.5 
1978 Le 6 1 tal 1.5 -h.1 1 es) 13.2 ZADRM 15.3 8.6 
1979 11.6 9.6 6.6 0.6 -5.1 P26 1230 21.0 16.0 6.5 
1980 9.7 8.2 6.4 OS) -8.0 11.8 PA 24.3 2 Tm 
1981 6.0 eal 6.2 Jew -10.3 8.9 EG Ziv Zee 16 
1982 -1.6 8.9 9.6 8.8 -7.6 4.1 Loe ole 33 Lise 
1983 -8.6 9.0 9.8 11.9 -7.9 -1.8 16.1 2 lite: oon) 14.0 
1984 -14.0 6.9 8.9 13/1 -11.4 -8.7 14.8 34.7 38.1 Lore 
1985 -22.0 4.2 8.1 14.2 -13.9 -12.1 11.8 30.0 39.6 15¢ 
1985* 20.9 0 10.4 hs 6.7 16.8 13.4 15 8.8 tS 
* Official Rate 


TABLE 3F. Unemployment Rate Standardized for Changes in the Structure of Population 


Men Women 

Year sit a i ER a eee ee te Pee 

15-19 20-24 25-34 35-44 45-54 15-19 20-24 25-34 35-44 465-54 
1975 15.4 10.5 5.0 a0) 3.8 14.5 9.1 8.0 5.9 5.7 
1976 16.7 10.9 au 4.9 4.9 15.7 9.4 7.0 7.2 7.1 
1977 19:882911.9 an 5.8 7.0 18.5 11.0 6.2 8.4 10.1 
1978 21.400111.8 2.8 5.6 8.5 20.1 10.9 5.7 8.4 11.9 
1979 20.9 10.5 1.3 4.0 9.3 20.3 10.2 any 6.5 13.3 
1980 23.5 11.2 0.6 3.2 10.8 22.0 11.0 1.4 4.7 15.1 
1981 26.20eR 12:4 HP -010 1.2 12.1 25.2 10.6 13 2.8 15.9 
1982 36.0 19.6 4.6 1.0 15.6 31.8 15.5 3.3 1.9 18.8 
1983 39.2 22.2 6.2 HA ia 36.6 17.0 Pe 20.1 
1984 40.4 19.5 5.3 -4.6 L727 39.0 £77 3.9 tee 21.1 
1985 42.6 19.4 37 78 17.8 40.7 18.1 3. Ma 7 3) 
1985* 20.99-441907 & 210.4 All 6.7 16.8 13.4 11.5 8.8 7.8 


* Official Rate 


Conclusion 


Our results show that participation rates have been 
the dominant factor keeping the unemployment rate 
high over the past 10 years. After the 1981-82 
recession, changes in industrial structure, in 
particular the shift from goods to services, played an 
increasingly important role in determining the overall 
unemployment rate, but their effect was offset by the 
substitution of young men for women in services jobs. 
Demographic variables have influenced the unem- 
ployment rate very little in recent years because they 
have been counter-balanced by the population struc- 
ture and the participation rates. 
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Data in Many Forms... 


Statistics Canada disseminates data in a variety of 
forms. In addition to publications, both standard and 
special tabulations are offered on computer print-outs, 
microfiche and microfilm, and magnetic tapes. Maps 
and other geographic reference materials are avail- 
able for some types of data. Direct access to aggregated 
information is possible through CANSIM, Statistics 
Canada’s machine-readable data base and retrieval 
system. 


How to Obtain More Information 


Inquiries about this publication and related statistics 
or services should be directed to: 


International and Financial Economics Division, 
National Accounts and Analytical Services, 

Statistics Canada, Ottawa, K1A OT6 

(Telephone: 990-9161) or to the Statistics Canada 
reference centre in: 


St. John’s (772-4073) Sturgeon Falls (753-4888) 
Halifax (426-5331) Winnipeg (949-4020) 
Montreal (283-5725) Regina (359-5405) 
Ottawa (990-8116) Edmonton (420-3027) 
Toronto (973-6586) Vancouver (663-3691) 


Toll-free access is provided in all provinces and 
territories, for users who reside outside the local 
dialing area of any of the regional references centres. 


Newfoundland and Labrador Zenith 0-7037 
_ Nova Scotia, New Brunswick 

and Prince Edward Island 1-800-565-7192 
Quebec 1-800-361-2831 
Ontario 1-800-268-1151 
Manitoba 1-800-282-8006 
Saskatchewan 1(112)800-667-3524 
Alberta 1-800-222-6400 
British Columbia (South and Central) 112-800-663-1551 
Yukon and Northern B.C. (area served 

by NorthwesTel Inc.) Zenith 0-8913 
Northwest Territories (area served by 

NorthwesTel Inc.) Callcollect 420-2011 


How to Order Publications 


This and other Statistics Canada publications may be 
purchased by using the attached order form, from local 
authorized agents and other community bookstores, 
through the local Statistics Canada offices, or by mail 
order to Publication Sales, Statistics Canada, Ottawa, 
K1A OT6. 


1(613)993-7276 
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Credit Card only (973-8018) 
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Preface 


The purpose of the Quarterly Economic Summary 
is to provide a quarterly description of macro-economic 
conditions and thereby to extend the availability of 
information on the macro-economy provided by the 
System of National Accounts. 


The publication provides a more detailed analysis 
than is available in the monthly Current Economic 
Indicators. In particular, the sectoral analysis of the 
data provides relevant information on industrial and 
regional developments. Tables of the source data, as 
well as transformations useful for current economic 
analysis are available in the Quarterly Economic 
Summary: Statistical Supplement. 


Technical terms and concepts used in this publication 
that may be unfamiliar to some readers are briefly 
explained in the glossary. More extensive feature 
articles will appear in this publication from time to 
time explaining these technical terms and concepts in 
more detail. 
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NOTE 


CANSIM Note 


CANSIM? (Canadian Socio-Economic Information 
Management System) is Statistics Canada’s 
computerized data bank and its supporting software. 
Most of the data appearing in this publication, as well 
as many other data series are available from CANSIM 
via terminal, on computer printouts, or in machine 
readable form. Historical and more timely data not 
included in this publication are available from 
CANSIM. 


For further information write to CANSIM Division, 
Statistics Canada, Ottawa, K1A OT6 or call (613)990- 
8200 


+ Official Trade Mark of Statistics Canada. 


Summary 
(based on data available as of September 15, 1986) 


Real GDP expanded by 0.8 per cent in the second 
quarter, following a 0.5 per cent gain in the first. A 
rebound in household demand led the increase, and 
contributed to a slowdown in the rate of inventory 
accumulation in the quarter. Business investment in 
plant and equipment declined, after two quarters of 
little change, while a sharp decline in imports led to 
an increase in real net exports. 


Household spending resumed its upward trend, after 
levelling off in the first quarter. Consumer demand 
for goods and services rose 1.0 per cent, despite lower 
auto sales, while residential construction increased by 
2.0 per cent. Personal disposable incomes rose 0.2 per 
cent, after gaining 2.0 per cent in the first quarter, 
while price increases slowed from 1.2 per cent to 0.6 
per cent due to sharp declines in energy prices. Non- 
agricultural paid worker employment rose by 1.4 per 
cent in the first quarter and by 0.4 per cent in the 
second, while the unemployment rate eased to 9.6 per 
cent in the second quarter. The Conference Board 
index of consumer confidence rose to a record level in 
the second quarter, a precursor to the 11 per cent 
rebound in new motor vehicle sales in July. 


An increased divergence between regions continued to 
be evident in employment, household demand and 
business investment. Overall, strength remained 
concentrated in central Canada, while weakness was 
most pronounced in the resource-based sectors of 
western Canada. Ontario and Quebec led the 
increases in nominal retail sales (+2.3 per cent) and 
housing starts (+ 34 per cent) in the second quarter. 
In the first half of the year, business investment 
intentions were revised up by $1.1 billion in Ontario 
and Quebec, notably in the manufacturing industries 
and the service sector. Cutbacks in energy and 
agricultural industries prompted a downward revision 
of investment plans in eastern and western Canada. 


The volume of business investment in plant and 
equipment dropped by 4.6 per cent in the second 
quarter, after changing little in the previous two 
quarters. Most of the decline originated in the energy 
sector as a result of severe cutbacks in exploration and 
development of oil and gas, at a time of sharply lower 
prices and profits in the energy sector. A cutback in 
planned energy investment also accounted for the $0.5 
billion downward revision to the mid-year survey of 
nominal business investment intentions. Firms 
project a revised 1.7 per cent growth in 1986. Most of 
the $2.3 billion downward revision in investment in 
petroleum industries was offset by a strengthening of 


investment in manufacturing (+$1.1 billion) and in 
the service sector (+ $1.1billion). 


There was a slight easing in the volume of non-farm 
business inventories in the second quarter, after a 
large increase in the first. A resumption of growth in 
consumer demand in the second quarter capped the 
build-up of stocks in the trade sector. Manufacturing 
stocks rose $0.8 billion, largely in raw materials 
within non-durable goods (notably petroleum). 


The nominal current account deficit declined from a 
record annual rate of $11.4 billion in the first quarter 
to $7.3 billion in the second. The reduction in the 
deficit was about equally distributed between the 
merchandise and non-merchandise components. 
Lower oil imports led a 7 per cent drop in nominal 
imports of goods. Weak demand and prices for a 
number of commodities traded on international 
markets, as well as slumping auto exports to the U.S., 
were reflected in a 4.3 per cent decline in exports. A 
reduction in the travel deficit - partly due to the 
opening of Expo ’86 — contributed to a lower deficit in 
services. 


The implicit price index for GDP continued to rise at a 
moderate rate, 0.5 per cent in the second quarter. 
Weak prices received for exports — off 2.0 per cent in 
the quarter - dampened the increase in overall prices 
for the third consecutive quarter. The implicit price 
index for final domestic demand slowed slightly to 0.8 
per cent, with most of the moderation originating in a 
sharp drop in energy prices for consumers. There was 
an upturn in price increases for residential 
construction and for consumer durable goods. 


The 0.8 per cent gain in output in Canada was in a 
mid-range between slower growth in the United States 
(+0.2 per cent) and an acceleration to at least 1 per 
cent growth in most major European countries and 
Japan. The slow growth in the United States masked 
a strong expansion of final domestic demand, which 
was largely met by increased imports and lower 
inventories rather than higher output. Following a 
weak first quarter, real output rebounded strongly in 
Japan (+1 per cent), Germany (+3.4 per cent), and 
France (+1 per cent) in the second quarter. As in 
Canada and the United States, household demand 
spearheaded these gains, at a time of declining 
inflation and lower unemployment. Lower energy 
prices in these large OECD economies contributed to 
the drop in inflation as well as to a reduction in the oil 
import bill. 


Household 


Following a levelling off in the first quarter, spending 
on consumer goods and housing strengthened in the 
second quarter, while the Conference Board index of 
consumer confidence rose to a record level and interest 
rates dropped. Employment and labour income 
continued to grow, although at slow rates than in the 
first quarter, while wage trends continued to be 
moderate. Quebec and Ontario largely benefitted from 
this growth in demand in the second quarter, while a 
softening continued in the Prairie provinces. 


For the second straight quarter, spending on services 
led the increase in personal expenditures; in total, 
they were up 0.3 per cent in the first quarter and 1.0 
per cent in the second quarter of 1986. A widespread 
upturn in spending on semi-durable and non-durable 
goods also contributed to the second quarter increase. 
In tandem with the rise in the housing indicators, 
sales of related goods such as furniture increased, but 
not sufficiently to offset a second quarterly decrease in 
sales of new cars (sales of used cars stabilized, after 
falling in the first quarter). The drop in sales of new 
cars coincided with a price jump of 4.4 per cent, 
following an increase of 2.0 per cent in the first 
quarter. Preliminary data for July indicate an 11% 
recovery in sales. Excluding the decline in purchases 
of transportation equipment, personal expenditures on 
goods and services rose by 1.3 per cent in the second 
quarter. 


In the second quarter, the easing of inflation (as 
‘revealed by the personal expenditures implicit price 
index) partly offset the slowing growth in personal 
income. The implicit price index fell from a growth 
rate of 1.2 per cent to 0.6 per cent because of a slide in 
prices for gas (-4.5 per cent), gasoline and lubricants 
(-15.8 per cent) and other fuels (-17.5 per cent). There 
was little change in real labour income, while 
employment grew only slightly. The stronger increase 
in spending in the second quarter coincided with a 
decline in long-term unemployment. In July and 
August, the number of discouraged workers shrank. 


TABLE 1: Personal Expenditures 
(in percentage change) 


1986 1985 IIQ/ 


1Q/IIQ 1986 ITQ 
Furniture 2 7.1 
New Passenger Cars -5.3 -3.6 
Used Motor Vehicles -0.9 2 | 
Durable Goods -0.7 4.8 
Semi Durable Goods 1.8 6.4 
Non Durable Goods 15 2.8 
Services 4 1gA | Gel 
Total Consumer expenditures 1.0 4.1. 


Expenditures in the residential construction 
sector in Canada rose 2% per cent (see Table 2) in the 
second quarter to reach $6.1 billion. This increase, 
together with higher personal expenditures, 
contributed most to the growth in real GDP. This rise 
in housing expenditures followed a 2.9 per cent decline 
in the first quarter. For items other than new housing 
starts, expenditures rose by 3.0 per cent in the second 
quarter. Growth in new housing construction was 
more moderate at 1.0 per cent, despite a marked gain 
in starts in the second quarter. The drop in housing 
starts before the second quarter resulted in lower 
growth in this sector. 


Together with increased activity in housing starts, 
mortgage loans to individuals reached a record level of 
$5.3 billion in the second quarter (unadjusted data). 
After attaining a high of 184,000 units in April, 
housing starts in urban regions (Figure 1) dropped 
during the second quarter, to 157,000 units in June. 
However, the levels recorded in July (173,000 units) 
and August (173,000 units) indicated an upturn, 
lending strength to capital expenditures in the third 
quarter. The filtered index of building permits 
stabilized in May at 10.84, after climbing for the past 
eighteen months, while the resale of existing housing 
(Figure 2) continued to drop slightly. 


TABLE 2. Residential Investment Expenditures 
(Seasonally Adjusted) 


% Variation from 


Level Previous Quarter 
1986 
Types of Expenditure 1986 1985 1986 1986 
2Q —4Q 1Q 2Q 
(Millions of Constant 1981 Dollars) 
Housing Investment 6108 esl -3.0 2.0 
New Housing for Permanent 

occupation 2850 is Ssh) 1.0 
- Single-family 2045 20.9 -2.9 -1.9 
—- Semi-detached and duplexes 91 eZ -17.6 30.0 
- Row 113 0.0 -1.6 -5.8 
- Apartments 601 Diet 2.4 279 
Other 3226 a0 -3.5 3.0 
- Improvements 2177 3.4 -0.3 1.4 
- Mobile Homes 33 -29.5 -19.4 32.0 
- Cottages 105 1.6 -21.1 4.0 

- Commissions to Real Estate 
Agents 961 -4.8 -7.8 5.7 
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The single-family housing sector weakened during 
the second quarter, continuing a downward trend 
begun late in the first. Single-family housing starts in 
urban centres dropped from 95,000 units in April to 
86,000 in June. However, the third quarter began 
with a strong recovery, with 97,000 units. This 
growth was supported mainly by Ontario which, with 
46,600 units, recorded an appreciable 9.6 per cent 
increase over June. In the Atlantic (+ 8.8 per cent) 
and Quebec (+ 1.0 per cent) regions, the levels of starts 
also rose, while they were little changed in British 


TABLE 3. 
(Not Seasonally Adjusted) 
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The multiple housing sector gained strength in the 
second quarter, after registering marked declines at 
the beginning of the year. Following a jump to 89,000 
units in urban centers in April, multiple housing 
starts subsided in June and July, to 71,000 and 76,000 
units respectively. On a regional basis, starts in 
Quebec rose from 26,200 units to 37,000 in July, 
whereas in Ontario they were 33,400 in June but only 
19,400 in July. In Quebec the rental market is 
predominant, with barely 15.9 per cent (see Table 4) of 
housing starts destined for joint ownership. According 
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Columbia and declined in the Prairies (-5.3 per cent). 
The increase in new house prices was slightly less 
marked during the second quarter, dropping from 3.1 
per cent in the first quarter to 2.7 per cent (see Table 
3). The price gains continued to be stronger in 
Ontario, where single-family housing activity has 
been robust for some months. According to CMHC, the 
marked rise in new house prices in that province is 
due mainly to higher construction costs which resulted 
from a shortage of construction materials and of 
labour in some trade groups. 


Variations in Prices of New Housing, by Metropolitan Region 


Percent Change from 
Previous Quarter 


1986 
4Q 1Q 2Q 
16 a0 29 
0.2 0.7 1.0 
1.2 -0.1 0.0 
0.0 0.1 0.8 
12 15 1.8 
1.6 2.0 169 
1.2 0.7 11 
2.5 6.4 5.0 
1.9 2.7 3.2 
1.0 41 3.6 
2.2 5.1 3.2 
4.1 41 4.7 
1.2 2.5 2.9 
0.7 1.8 2.1 
0.8 11 0.8 
0.3 0.6 1.8 
3.3 41 0.8 
er 5.1 ie 
0.3 -0.1 3 
0.0 2.4 -0.8 


to CMHC, the rental buildings constructed in Quebec 
are small, generally with fewer than eight units, and 
they are bought by individuals. In Ontario the pattern 
of building ownership is different, with 65 per cent of 
the multiple unit buildings constructed in the second 
quarter being for joint ownership. Despite the 
province’s very low vacancy rates for rental buildings 
of six units or more (e.g. Toronto: 0.3 per cent, Oshawa: 
0.4 per cent, in April 1986), multiple building 
construction remains weak. 


TABLE 4. Housing Starts for Joint Ownership in the Row Housing and Apartment Sector 
(Urban Centers of 10,000 Inhabitants and Over) 


Regions and Type 1984 1985 1986 

(Not Seasonally Adjusted) I II I II I II 
Canada 

Total Starts 10803 10054 10145 14569 10503 19083 
Joint Ownership 2491 2558 2918 2970 3192 6440 
Ratio 23.1% 25.4% 28.8% 20.4% 30.4% 55.196 
Atlantic 

Total Starts 147 475 520 820 1162 306 
Joint Ownership 0 28 50 155 137 | 
Ratio 0% 5.9% 9.6% 18.9% 11.8% 29.7% 
Quebec 

Total Starts 4480 4281 5339 5469 4526 8965 
Joint Ownership 1478 1449 1223 1338 958 1428 
Ratio 33% 33.8% 22.9% 24.5% 21.2% 15.9% 
Ontario 

Total Starts 3203 2861 2078 5265 2635 6196 
Joint Ownership 595 602 992 483 928 4058 
Ratio 18.6% 21.0% AT.7% 9.2% 35.2% 65.5% 
Prairies 

Total Starts 1237 Diz2 370 1636 981 939 
Joint Ownership 35 104 91 158 0 353 
Ratio 2.8% 18.2% 24.6% 9.7% 0% 37.6% 
British Columbia 

Total Starts 1736 1865 1655 1562 1861 2015 
Joint Ownership 383 375 562 836 1169 1438 
Ratio LAND 20.1% 34% 53.5% 62.8% 71.4% 


According to the Labour Force Survey non- 
agricultural paid worker employment continued to 
rise in the second quarter (+ 0.4 per cent), due to 
sustained growth in the services sector (+0.8 per 
cent). Employment declined in the goods-producing 
industries (-1.5 per cent), particularly those in the 
primary sector. This follows growth of 3.1 per cent and 
0.7 per cent respectively in the goods and services 
sector in the first quarter. 


There has been a considerable gap between the rates 
at which the goods-producing industries and the 
services-producing industries have regained jobs since 


the 1981-1982 recession. Throughout the expansion, 
employment in services posted sustained increases, 
which were continued in the second quarter of 1986 
(see Table 5). The good sector did not recover all the 
losses from the 1981-1982 recession. The expansion of 
employment in both the goods and services industries 
at the turn of the year was the largest recorded in the 
current expansion. It followed a period of strong 
growth in final demand in the second half of 1985. The 
number of jobs lost in the goods-producing industries 
beginning in the second quarter were driven up by 
labour disputes in construction. 


TABLE 5. Change in Employment according to the Labour Force Survey 
(Percentage Change from Preceding Period) 


1983 1984 
Goods Industries Ss 3.6 
Services Industries 1.9 22 


* Percentage change with respect to the 1981 peak 


Employment among young people aged 15 to 24 
increased in the second quarter, particularly among 
women (1.7 per cent). However, between July and 
August, these levels declined, while those for older 
workers stabilized following two quarters of strong 
growth. Employment among young people has risen 
by 0.6 per cent over the level recorded a year ago, 
while employment among workers 25 years of age and 
older has increased by 2.6 per cent. Women particu- 


Figure 3 
Employment by Age and Job Tenure 
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The size of the labour force did not change in the 
second quarter of 1986, owing to the offsetting effects 
of the increase in the population and the general 
decrease in participation rates. Because of this 
stability, and that in employment, there was almost no 
change in the unemployment rate -— 9.6 per cent 


1985 1986 1986 

First Second First Second* 

Half Half Half Quarter 
-0.5 182 333 3 
a7 2.0 tif 10.4 


larly benefitted from the growth in services: 
approximately 60 per cent of the increase in employ- 
ment since August 1985 has been concentrated among 
women in the 25 to 54 age group. Since August 1985, 
full-time employment has risen by 4.1 per cent for 
women and 1.5 per cent for men. Part-time employ- 
ment has declined slightly with the weakening of 
employment among young people (see Figures 3 and 
4), 


Figure 4 
Employment by Age and Job Tenure 
15 to 24 yrs Part Time 
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compared with 9.7 per cent in the first quarter - 
following a drop of half a percentage point at the turn 
of the year. However, long-term unemployment 
continued to decrease. The proportion of unemployed 
persons who had been seeking employment for 
fourteen weeks or more was 42 per cent in the second 


quarter, compared with the 1983 high of 49 per cent 
and 34 per cent in 1981. 


Moderate base rate increases in the major collective 
agreements signal little change in wage trends. The 
increase in wage rates (3.7 per cent) is slightly higher 
than that in the first quarter (3.6 per cent), but is close 
to the average to date in 1986 (3.6 per cent), as well as 
to the averages for 1984 and 1985 (3.6 per cent). The 
second quarter of 1986 was the busiest quarter in the 
last two years for negotiations, with some 415,300 
workers signing agreements. 


Approximately one third of the agreements concluded 
in the second quarter were for community, business 
and personal services. This is proportional to that 
sector’s share of employment. At 3.4 per cent, the 
increase under these agreements was slightly lower 
than the average, but there were significant regional 


disparities — 5.1 per cent in Ontario, 3.4 per cent in 
the Atlantic Provinces and 2.5 per cent in the West. 
The increases in the construction industry and in 
government were higher than the average, and the 
majority of the agreements in these sectors were made 
in Ontario. The slowing of wage increases in 
manufacturing — from 4.4 per cent in the first quarter 
to 3.3 per cent in the second coincided with the 
renewal of eight agreements in the pulp and paper 
sector in British Columbia. The average annual 
increase for those agreements was only 1.4 per cent. 


Across the regions, the increases under agreements 
concluded in Ontario continued to decline in the 
second quarter, while an upswing was noted in the 
Atlantic Provinces and Western Canada. However, 
marked regional disparities persisted, with the rate of 
increase ranging from 2.5 per cent in the West to 4.5 
per cent in Ontario. 


Figure 5 
Wages and Salaries by Region 
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The breakdown of household-related data by region 
reveals that regional disparities increased in 1986. 
Employment and the household demand indicators in 
the Prairies weakened in the second quarter, while 
those in Ontario and Eastern Canada strenghtened. 


In the second quarter of 1986, employment and labour 
income continued to grow in most regions of the 
country except Alberta. Large cuts have been made in 
energy sector investment in this province and 
employment and labour income declined by 0.7 per 
cent in the second quarter. Increases in employment 
and labour income remained solid in Central Canada, 
where there was a strengthening in household 
spending (see Table 6). The unemployment rate 
dropped slightly in Central Canada but it increased by 
almost one percentage point in the Prairie Provinces, 
rising to 9.1 per cent. 


TABLE 6. Statistics by Region and Industry 


Nominal retail sales and housing starts recovered 
strongly in the second quarter, particularly in Quebec 
and Ontario. Ontario, which was affected more than 
the other regions by the negative impact of the Easter 
holidays in March, had led the slowing of retail sales 
in the first quarter. However, the second quarter 
increases in sales in Ontario were in line with regional 
retail consumption in the fourth quarter, when 
Quebec and Ontario led the general advance. Retail 
sales and housing starts also recovered strongly in the 
Atlantic regions, which posted increased labour 
income (2.2 per cent) and shipments (2.1 per cent) in 
the second quarter. Meanwhile, housing starts 
dropped in the Prairies and Western Canada. 


1985 1986 
1st 2nd To Date 
1984 1985 half half 3Q 4Q 1Q 2Q 3Q1 
per cent change 

Urban housing 

starts 
Canada -16.0 24.0 ott 28.6 14.8 8.5 albilys 19.0 1e2; 
Atlantic. -14.0 43.0 0.0 37.0 33.0 -24.0 -33,9 220 0.3 
Quebec 9.0 20.0 17.0 6.5 5.8 38.0 -20.4 35.0 -16.0 
Ontario -15.0 Sle 1S 51.0 eT Le -19.3 33.0 Was! 
Prairies -46.0 14.0 5.0 52.0 33.0 -5.0 9.2 -20.0 47.0 
British-Columbia -21.0 15.0 32.0 1.0 4.0 10.6 34.6 -23.0 0.0 
Nominal retail 

‘sales 
Canada 9.4 11.6 1 oe 2.6 DAES) ORG 1.9 
Atlantic 10.4 10.4 7.0 Si 1.4 1.4 19 eS 
Quebec WaT 9.6 5.9 4.3 1.9 MB: al 2.4 
Ontario 10.4 12.8 8.0 all 2.4 2.9 0.5 Dee 
Prairies 4.8 US) 9 8.9 4.7 Ss; Lol 2.6 -0)2 
British-Columbia 6.3 10.0 6.3 5.0 2.8 0.9 ie) 19 
Canada Shipments 12.0 7.4 320) Oe Del 3.0 -0.7 -1.6 
Atlantic 17.0 4.6 3.9 Shall 0.2 5.1 0.5 Mel 
Quebec 9.2 4.9 Bes 4.9 2.4 1.8 -3.1 Mtl 
Ontario 15.9 8.2 2.8 6.3 oe Delt -1.4 -0.8 
Prairies 7.4 US 4.8 8) 0.5 1.4 0.3 -5.9 
British-Columbia 4.2 7.9 WA 3.0 23 2.6 6.0 1.9 
Wages and 

salaries 
Canada es ez 3.4 3.4 1.9 1.4 ee 0.8 
Atlantic 7.9 6.2 2.8 Sal 1.8 15 0.6 EDA 
Quebec 8.3 6.8 3.4 2.8 1kO lea 0.2 1.6 
Ontario 9.9 8.0 B05: 4.3 4.3 2.0 1.6 1.0 
Prairies 4.5 6.7 Se Deal Dial eG 0.8 0.7 
British-Columbia 2D 6.2 2.6 3.2 3.2 0.0 -0.3 0.8 
Employment (LFS) 
Canada De) 2.8 1.3 1.6 0.5 0 15 0.2 -0.3 
Atlantic 2.6 1.6 -0.1 1.9 1.0 1.0 183 0.6 -1.0 
Quebec 3.0 3.0 1.6 2.0 0.4 1.3 0.4 0.0 -0.2 - 
Ontario 3.6 3.8 2.0 eZ “0:3 13 Med 0.6 -0.4 
Prairies 0.6 1.6 0.3 zal ie? 1.0 Le -0.7 -0.4 
British-Columbia 0.4 22, 0.5 1.3 ET 0.6 233 0.9 0.0 


l_ See footnote(s) at end of table. 


TABLE 6. Statistics by Region and Industry - Concluded 


1985 1986 
1st 2nd To Date 
1984 1985 half half 3Q 4Q 1Q 2Q 3Q! 
per cent change 

New Orders 
Canada 10.1 6.8 4.1 4.3 1.8 Oe 0.0 8} 
Machinery -1.0 11.4 23.0 -8.0 -9.8 Dee 6.6 -3.2 
Construction LES Ort 3.6 6.6 es RI Hoh 0.0 
Intermediate 12.4 4.9 Wa 3.9 ied as -1.0 0.7 
Durables DEA 8.3 6.0 4.7 -0.3 6.5 -0.5 1.6 
Non Durables Deo 5.3 Soft 3.0 eet 4.0 -0.8 71.2 
Exports 20.1 9.0 0.0 10k3 7.6 Ail assy See 
Autos 17.4 10.3 Dye 9.3 Sil aki -6.4 = 5 
Employment b 

Industry (LFS) 
Primary 3.8 0.3 -2.8 3.8 Hs) 3.6 2.6 =5.0 -6.3 
Manufacturing 4.4 0.7 -0.3 0.6 -0.1 1.2 23 -0.7 -1.3 
Construction 1.0 2a] -0.2 MO -0.8 ee) 6.1 -1.8 -3.1 
Transport, comm., 

other utilities eled 3.0 1.4 3.4 2.0 1.0 0.4 0.7 1.6 
Trade 4.3 Batt ZA0) 0.7 ajh sl 1.6 1.9 0.9 0.6 
Finance, Insurance 

Real Estate 4.6 -0.3 -2.8 2.1 1.0 162 B33 =e 0.9 
Services 1.8 4.7 Dah Den 0.9 0.5 0.6 iL 1.6 
Public adm. 1.0 1.4 0.2 2.6 Meg 8) =1'.3 0.1 SST 
Nonagricultural 2.6 2.8 eal! 1.8 0.6 al ies 0.2 0.2 
Unemployment rate Rate 
Canada 11.3 10.5 10.8 10.2 10.3 10.2 Oi 9.6 9.7 
Atlantic 15.4 15.9 16.3 oro) 5055 15.4 115), Lop 15.6 
Quebec 12.8 11.8 12.0 Mite g 11.6 Halgs' Wala 10.8 11.4 
Ontario 9.1 8.0 8.3 Hall 8.0 has) Toll 7.0 6.9 
Prairies 9.9 9.2 9.6 8.7 8.8 8.7 8.3 9.1 9.1 
British-Columbia 14.8 14.2 14.5 13.9 13.5 14.3 12.8 WRI WAS 
Participation rate 
Canada 64.7 65.2 65.1 65.4 65.2 65.6 66.1 65.8 65.6 
Atlantic 56.5 56.9 56.8 57.0 56.8 Biled Silen Dilat 57.4 
Quebec 61.5 62.2 61.8 62.5 62.1 62.9 63.0 62.2 62.3 
Ontario 67.4 68.0 68.0 67.9 67.8 68.1 68.6 68.7 68.1 
Prairies 69.0 69.1 68.9 69.4 69.2 69.6 70.0 69.8 69.4 
British-Columbia 64.0 64.3 64.2 64.4 63.9 64.8 65.1 65.2 65.2 


1 Percentage change between the second quarter level and July for housing starts, August for Labour Force Survey data. 
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Investment 


Business investment in plant and equipment declined 
by 4.6 per cent in the second quarter, following two 
quarters of little change. Ata level of $46.8 billion 
constant 1981 dollars, business investment stands at 
about the same level as it did in the first quarter of 
1985. The sharp second quarter drop in investment 
outlays originated within non-residential construction 
in the energy sector (-9.5 per cent), while labour 
disputes in the Quebec construction industry also 
deterred spending. Spending on machinery and 
equipment was unchanged. 


The indicators related to exploration and development 
in the oil and gas industry all dropped sharply in the 
second quarter. The weakness reflected a 
retrenchment in the number of drilling rigs in 
operation and the number of feet drilled in the 
quarter, both off by over 40 per cent. Imports of 
drilling equipment plunged by 33 per cent in the 
second quarter. 


Figure 6 


Business Investment, Constant Dollars, S.A. 
Non-Res Const M&E 


The steep cutback in investment by the petroleum 
industry occurred at a time of sharply lower prices and 
profits in the industry. Industry product prices for 
petroleum declined by 18 per cent in the second 


quarter, as the price of crude oil traded on 
international commodity markets dropped to around 
$15 (U.S.) a barrel. Partly as a result, nominal 
business investment in the petroleum sector was cut 
back by $2.3 billion (or 28 per cent) between the 
amount forecasted by the PPI survey taken at the turn 
of the year and the mid-year update conducted late in 
the second quarter. 


Figure 7 
Operating Incomes 
_lotal Energy = Non-energy 


Business investment in the primary sector was cut 
back sharply compared to original projections for the 
first 6 months of the year. In particular, the mid-year 
estimate of investment intentions was below the 
forecast by $2.3 billion (or 22 per cent) in mining and 
by $0.7 billion (or 14 per cent) in agriculture. All of 
the cutback in mining occurred in the petroleum and 
gas industry in Western Canada, as profits 
plummetted in the first half of the year. Prices 
received for grains on international commodity 
markets also declined in the first half of the year. 
There was some firming of investment intentions 
elsewhere in the primary sector, such as forestry and 
metal mining, although nominal investment 
remained well below 1985 levels. 


TABLE 7. Nominal Investment in Primary Industries 


(millions of dollars) 
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Preliminary Forecast Mid-Year 
Actual 1985 1986 1986 
Agriculture & 

Fishing 3,867 3,595 SRLOS 
Forestry 203 209 234 
Mining 10,668 9,859 7,668 
— Petroleum & Gas 8,521 8,125 5,801 
- Metal Mines 1335 1,130 1,201 
— Non Metal Mines 812 604 656 
(Mining by Region) 

— Atlantic 1,703 926 966 
— Quebec 360 343 BOT 
— Ontario 620 550 BYays: 
— Prairies 6,337 6,767 4,714 
— British Columbia 570 511 480 


Manufacturing industries revised spending plans 
upward by over $1.0 billion — to $13.9 billion — in the 
mid-year survey. Projected spending now stands 26.7 
per cent above that of 1985. The upward revision was 
evident in virtually all regions and industries (see 
Table 8). The largest gains occurred in Ontario and 


Quebec, where over 80 per cent of manufacturing 
investment is concentrated. All 20 major manufac- 
turing industry groups project increased investment 
from 1985, with the largest gains originating in 
transportation equipment, chemicals, and paper and 
allied industries. 


TABLE 8. Manufacturing Investment by Selected Industries 


(millions of dollars) 


Preliminary 
Actual 1985 


Total —- Canada 11,004 
— Paper & Allied 1,851 
— Primary Metals 1,500 
— Transp. Equipment 1,338 
— Chemicals 845 
— Food & Beverages 943 
Total — Atlantic 686 
— Quebec 3,282 
— Ontario 5,580 
— Prairies TES) 
- B.C. 730 


The forecast of investment in service-producing 
industries was revised from marginal growth to a 6.0 
per cent gain. Increases over 1985 investment are now 


Forecast Mid-Year 
1986 1986 
12,887 13,943 
Qe 7, 2,161 
1,508 1,704 
2,295 2,189 
958 1,301 
978 1,046 
660 636 
3,468 3,481 
7,023 7,420 
770 982 
964 1,061 


projected by all major component industries and all 
regions, with the exception of British Columbia (see 
Table 9). 
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TABLE 9. Investment in Service-Producing Industries 


(millions of dollars) 


Preliminary 
Actual 1985 


Community, business 


& personal services 6,524 
Trade 2,332 
Finance & Real Estate 5,531 
Transportation, communication 

and Utilities oats 
TotalServices — Atlantic 1 aey 

— Quebec 5,690 
— Ontario It eyil'ay 
— Prairies 5,296 
== 18 Oe 3,797 
— (Territories) 15S 


Corporate profits before taxes edged-up by 2.5 per cent 
in the second quarter, little changed (-1.0 per cent) 
from a year earlier. Excluding a sharp contraction in 
the petroleum-related industries, profits rose 
moderately in the second quarter (see Figure 8). The 
largest increases occurred in the paper and allied 
industries, at a time when exports rose 3.6 per cent, as 
well as in most service sector industries. 


The recent quarterly pattern of total corporate profits 
has been heavily influenced by fluctuations in the 
inventory valuation adjustment (IVA), particularly in 
the petroleum sector. In the second quarter, the IVA 
turned positive for only the second time since 1960. A 
positive IVA indicates that prices for goods held in 
inventory declined during the quarter, and is recorded 
as a loss within corporate profits before taxes. The 
positive IVA of $800 million for all corporations in the 
second quarter originated in the $3.6 billion IVA in 
petroleum manufacturing and wholesaling. The 
unadjusted Industrial Product Price Index (IPPI) for 
petroleum declined by 18.0 per cent in the second 
quarter, and largely accounted for the 1.3 per cent 
drop in overall manufacturing prices in the quarter. 
Excluding the loss due to the IVA, profits in the 
petroleum industry rose by about 13 per cent. 


Forecast Mid-Year 
1986 1986 
6,896 7,244 
2,446 2,510 
5,829 5,868 
ses OT 13,979 
1,631 3S 
5,894 6,078 
12,255 12,700 
5,661 5,831 
2,949 310d 
83 85 
Figure 8 


Corporate Profits, S.A. 
Before Taxes Excluding IVA 
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The volume of non-farm business inventory 
accumulation slowed from $5.8 billion (at annual 
rates) in the first quarter to $4.4 billion in the second. 
Few sectors of the economy recorded consecutive 
quarters of inventory growth, even though aggregate 
output accelerated between the first and second 
quarters. Most of the first quarter build-up originated 
in the retail trade industry, at a time of sluggish 
consumer demand. The second quarter rebound in 
consumer demand accompanied a flattening-out in 
retail stocks. In contrast, manufacturers recorded a 
$0.8 billion increase in inventories in the second 
quarter, after a $1.8 billion reduction in the first. 
Most of this build-up originated in stocks of raw 
materials (+ $0.8 billion), notably in non-durable 
goods industries such as petroleum refining, food, and 
chemicals. Manufacturing stocks of finished goods 
were little changed. Within other industries, a sharp 
contraction of mining output in April and May helped 
to reduce inventories in mining by about $280 million, 
while there was a larger build-up in inventories of 
energy products destined either for export or for 
domestic utilities. The stockpiling of energy-related 
goods at most levels of distribution accompanied a 
sharp drop in exports, down 40 per cent in the first half 
of the year. 


The business conditions survey for July 1986 revealed 
that the evaluation of manufacturers about the level of 
finished goods stocks was little changed from April 
1986. About 25 per cent evaluated stocks as too high 
(compared to 26 per cent in April), while 4 per cent felt 
stocks were too low (versus 5 per cent in April). Stocks 
of finished goods were unchanged in the second 
quarter, while the volume of shipments rose by 0.5 per 
cent. As a result, the stock to shipment ratio had 
edged down to 0.60 by June. About 28 per cent of firms 
surveyed anticipated increased output in the third 
quarter, while 27 per cent planned cutbacks. 


Inventories in the farm sector and grain in commercial 
channels continued to rise at a rapid clip, up $2.1 
billion in volume in the second quarter after a $0.9 
billion increase in the first quarter (at annual rates). 
The build-up of stocks largely originated in grain, up 
27 per cent in the past year, in response to a drop in 
sales overseas out of the 1985 crop. In particular, 
wheat exports fell by 32 per cent in volume in the 
second quarter, after a 35 per cent decline in the first. 
The near-record grain crop predicted for Canada in 
1986 by Agriculture Division will not affect stock 
levels until the beginning of the new crop year, on 
August 1. 
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Prices 


Price inflation continued at low rates, as the implicit 
price index for GDP rose by 0.5 per cent in the second 
quarter. This followed consecutive increases of 0.4 per 
cent in the previous two quarters. Most of the slack in 
inflation over the last three quarters originated in lower 
export prices. The implicit price index for final 
domestic demand rose by 0.8 per cent in the second 
quarter, a slight slowdown from rates of over 1 per cent 
recorded in the previous two quarters. Lower energy 
prices for consumers largely accounted for the 
deceleration in the second quarter. 


Price increases in consumer goods and services 
moderated in the second quarter, after posting a small 
upturn in the first. The unadjusted Consumer Price 
Index rose by 0.8 per cent, compared to 1.2 per cent in 
the first quarter. The implicit price index for personal 
expenditure on goods and services — which includes the 
effect of changes in the mix of goods and services 
purchased as well as pure price changes — subsdided 
from 1.2 per cent to 0.6 per cent. Energy prices 
declined by over 10 per cent, leading the moderation. 
The drop in energy prices had slowed by mid-year, as 
energy prices in the CPI declined only marginally in 
June (-0.4 per cent) and July (-0.2 per cent). 


The moderating effect of lower energy prices on the 
CPI in the second quarter was partly offset by sharp 
price increases of nearly 3 per cent for durable goods, 
while prices for services rose by 1.7 per cent. These 
price increases were the sharpest of any quarter to 
date in the current expansion, led by automobile 
prices. 


Figure 9 


Implicit Price Ind 
GDP 


exes, S.A. 


Exports 


The implicit price index for capital goods continued to 
rise at a faster rate than that for overall prices, rising 
1.3 per cent in the second quarter. Increases had 
averaged 1.4 per cent in the previous two quarters. 
The implicit price index for residential construction 
has accelerated steadily over the last two quarters, 
and posted a 2.5 per cent gain in the second quarter. 
Higher prices in the resale housing market, and a 5.2 
per cent increase in wood prices by manufacturers, 
contributed to this increase. The implicit price of 
business investment in plant and equipment 
decelerated 0.9 per cent in the second quarter at a time 
of large cutbacks in demand, particularly in the 
energy sector. 


The slump in prices for most commodities traded on 
international commodity markets continued in the 
second quarter, as the implicit price index for both 
total exports and total imports declined by about 2 per 
cent. The drop in prices received for exports followed 
declines totalling 1.6 per cent in the previous two 
quarters. The most recent decline originated in crude 
materials (notably energy) and agricultural products 
(particularly wheat). The drop in prices paid for 
imports, following moderate increases in the previous 
two quarters, was largely confined to energy products. 
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Figure 10 
Consumer Price Index 
Total Ex. Energy Energy 


Figure it 
Industrial Product Price Index 


Total 


Petroleum 
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External Sector 


In the second quarter, Canada’s trade balance rose by 
$626 million, owing to a larger decrese in imports than 
in exports. The drops in both exports and imports 
resulted from the slide in oil price and the slowing in 
the automobile sector. Export receipts were also 
affected by falling wheat prices. Preliminary data for 
July indicate, however, a recovery of exports and 
imports. 


In the second quarter, exports were down by $1.326 
billion, or 4.3 per cent. The short-term trend posted its 
fourth consective monthly decrease, declining by 1.6 


per cent in June. The reductions were fairly 
pronounced in most of the product subgroups, with the 
exception of wood (+$175 million) and ores (+ $37 
million). The energy and chemicals sectors in 
particular were affected by the sharp decline in crude- 
oil prices. This drop in oil prices was accompanied by a 
decrease in demand for other energy sources; export 
volumes for natural gas, coal and electricity declined 
by 13.7 per cent, 11.8 per cent and 16.8 per cent 
respectively. The reduction in oil prices was 
accompanied by layoffs in the primary sector, where 
employment fell by 5.5 per cent in the second quarter. 


TABLE 10. Exports of Energy Products and Oil and Coal Products, Quarterly Rates 


Change in 
Value 
(millions of 
dollars) 
Crude oil -128 
Natural gas -81 
Coal -64 
Electricity -44 
Refined petroleum -151 


In the agricultural sector, wheat exports fell by $377 
million while wheat stocks rose in North America. 
Stock levels in Canada went up by 12.4 per cent for 
wheat and 23 per cent for grain as a whole. The 
Canadian Wheat Board reacted to international 
competition by lowering prices for better-quality 
wheat by 19 per cent. There are also large surpluses in 
the United States; Chicago Board of Trade prices, a 
barometer of world trading in grain, touched new lows 
for the year in June. The slump in agriculture in the 
United States affected our exports of organic 
chemicals, which declined by $89 million (-25.1 per 
cent), as well as exports of agricultural machinery, 
which remained at weak levels. 


Prices Volume 

(percentage (percentage 

change) change) 

-29.7 Polo 

sp ee. -13.7 

BAUS -11.8 

a SOR: -16.8 
+224 100 


Automotive product exports posted a decrease of $317 
million because of the downturn in exports of parts 
(-$247 million) and trucks (-$227 million). Exports of 
Canadian automotive products have declined in 1986 
as production of vehicles in the United States fell by 
4.4 per cent and the level of car inventories remained 
high. However, sales of North American automobiles 
in the United States rose by 3.9 per cent, and this had 
a favourable effect on Canadian car exports (+ $157 
million). There was a slight increase of $5 million in 
non-automotive end products, largely due to other 
transportation equipment (+ $106 million). 


1g 


Figure 12 


Trade of Motor Vehicle Products 


Exports 


1980 1982 


Imports declined by $1.952 billion, or -6.9 per cent. 
The short-term trend posted a decrease of 1.1 per cent 
inJune. The reductions in imports affected all product 
groups except food and ores, but were particularly 
significant for the following: automotive end products 
(-$764 million), non-automotive end products (-$275 
million), energy products (-$490 million), and refined 
petroleum products (-$103 million). Automotive 
sector demand in Canada has been slowing since the 
fourth quarter of 1985. The decrease was larger for 


1984 1986 


sales of North American cars, at 4.7 per cent than for 
imports. The decline in imports of non-automotive end 
products was largely the result of the decrease on 
imports of investment goods (-$197 million). Imports 
of consumer goods also edged-down (-$77 million). The 
decline in investment goods reflected the 4.6 per cent 
reduction in business investment in plant and 
equipment in the second quarter. Preliminary data for 
July shows a reversal of those drops, however, as did 
automobiles. 
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Financial Markets 


Funds raised on conventional credit markets by non- 
financial, domestic sectors amounted to $22.3 billion in 
the second quarter. This represents 18 per cent of the 
value of goods and services produced in the quarter 
(data are not seasonally adjusted). The comparable 
figures for the same period in 1985 were $19.4 billion, 
and 17 per cent of nominal GDP. 


Persons and unincorporated business accounted for 
somewhat over 40 per cent of the funds raised on these 
markets by non-financial sectors, with mortgages 
accounting for the lion’s share. This development 
reflected the strength in the housing market for both 
resale and new houses. On the other hand, consumer 
credit, at $1.8 billion, did not register the kind of 
increase recorded in the equivalent period of 1985. 
This relative weakness appears to have been related to 
a weakness in consumer expenditures on durables, 
notably automobiles. 


Figure 13 
Total Funds Raised by Sector 
All Household 


General government (i.e., the federal, provincial and 
local governments and hospitals) borrowed 35 per cent 
of the funds raised on the conventional credit markets, 
down sharply from the proportion they had claimed 


in the second quarter of 1985. The reduction was 
entirely attributable to the reduced borrowing 
requirements of the federal government. Treasury 
bills were the preferred form of financing, netting $4.5 
billion, although $3.6 billion were also raised through 
the issuance of marketable bonds by the federal 
government. On the other hand, $2.1 billion in 
Canada Savings Bonds were redeemed. The 
Government of Canada repaid $1.4 billion of its 
borrowings from Canadian and foreign banks, foreign 
currency funds that had been used to bolster the 
international reserves. There were no new net 
borrowings in foreign currency via other instruments 
by the federal government. 


Provincial governments increased their resource to 
capital markets to finance sharply higher deficits. 
While bond issues met much of this financing 
requirement, issues of provincial government treasury 
bills and other short-term paper provided $1.3 billion 
in net new funds, a record amount for one quarter. 


Non-financial private corporations’ share of funds 
raised by non-financial sectors on these markets was a 
somewhat subdued $4.9 billion. However, there were 
sizeable swings the instruments used. Short-term 
paper, particularly bankers’ acceptances, provided 
$9.9 billion. These appear to have been used primarily 
to repay bank loans, as they fell by close to $9.9 billion. 
The value of share issues was the same as the 
quarterly average of the past two years, with common 
shares outnumbering preferred by over 2.1. This 
sector’s net issue of bonds slumped after the first 
quarter and returned to the quarterly average of 1985. 


International Economies 


The Economic Planning Agency (EPA) in Japan 
reported a 1 per cent gain in real GDP in the second 
quarter, after a 0.5 per cent decrease in the first 
quarter. Domestic demand, particularly consumer 
spending, accounted for all of the increase, as export 
volume weakened at a time of continued appreciation 
of the international value of the yen. Nominal export 
earnings continued to rise, however, as the value of 
dollar-denominated exports is inflated when converted 
to yen at a higher exchange rate. The import bill 
declined by 3.1 per cent in the second quarter, as crude 
oil imports fell sharply. Exports from Canada to 
Japan rose by 5.7 per cent in the second quarter, before 
a 47 per cent jump in July. 


The slump in export volume continued into July. The 
decline of 0.9 per cent was the fifth consecutive 
monthly decline, with the largest drops in exports of 
electrical and high-tech products. Lower output in 
export-based industries reduced industrial production 
by 0.3 per cent in July, falling back from a 0.2 per cent 
gain in the second quarter. The unemployment rate 
rose to a record 2.9 per cent in July, equivalent to 1.67 
million people. A 50 per cent increase in the exchange 
rate between the yen and the U.S. dollar in the past 
year has had a restraining effect on export demand 
leading the government to announce a 138.5 billion 
yen program to help the worst-hit export industries to 
reorient themselves more to the domestic market. 


The EPA has forecasted that the cutback in export 
volume and profits will lead to a 4.6 per cent drop in 
business investment in the second half of 1986, after a 
2.4 per cent decline in the first half. The government 
estimates that about 53 per cent of business 
investment is related to export demand. Japanese 
direct investment abroad is increasing further in 
1986, after jumping 20 per cent last year. 


In West Germany, the Federal Statistics Office said 
that real GDP rebounded by 3.4 per cent in the second 
quarter after a dip of 1.1 per cent in the first quarter 
(partly due to severe weather conditions). GDP stands 
3.3 per cent above the level of a year earlier. Most of 
the gain in output reflects higher domestic demand, as 
nominal exports slipped by 1.3 per cent in the second 
quarter. Lower crude oil prices served to reduce 
nominal imports by 3.3 per cent. Industrial 
production jumped by 2.8 per cent in the second 
quarter, after decreasing 0.2 per cent in the first. 


The strengthening of domestic demand accompanied 
lower rates ofinflation and of unemployment. The 
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CPI declined by 0.3 per cent in the second quarter, 
before dropping 0.5 per cent in July and 0.2 per cent in 
August. The unemployment rate edged down from 9.2 
per cent in the first quarter to 9.0 per cent in the 
second, then dipped below 9 per cent in July and 
August. Consumers responded by boosting the volume 
of retail sales 6.3 per cent in the first six months of the 
year, including a 2 per cent jump in the second 
quarter. 


After a flat first quarter, real GDP in France 
expanded by 1.0 per cent in the second quarter. All of 
the increase originated in the acceleration of domestic 
demand, notably retail sales (up about 10 per cent in 
the past year). The merchandise trade balance 
declined by 9 billion francs as exports softened and 
imports edged up. This drop followed a small surplus 
in the first quarter trade balance. In the first half of 
1986, the overall current account was 9.8 billion 
francs in surplus, compared to a deficit of 4.8 billion 
francs in the first half of 1985. All of the improved 
trend in the trade balance in the past year originated 
in the energy component, as the surplus in industrial 
goods declined. 


The CPI increased by 0.7 per cent in the second 
quarter, before flattening out in July. The annual rate 
of increase in July stood at 1.0 per cent, the lowest in 
20 years, and well below the government’s target of 2.3 
per cent for the whole year. 


According to the Central Statistical Office, total 
output in the United Kingdom grew by 0.4 per cent in 
the second quarter, a moderation from 1.2 per cent 
growth in the first. Output in the second quarter was 
1.5 per cent above the level of a year earlier. Growth 
in the first two quarters of 1986 was led by a steady 
expansion of consumer demand for retail goods, up 1.8 
per cent in each quarter. Business investment in 
plant and equipment declined in the second quarter 
after jumping sharply in the first. There was a further 
easing of the current account surplus - down f200 
million in the second quarter for its fourth consecutive 
quarterly decline — as exports fell 2.7 per cent. 


The expansion of consumer demand was fuelled by 
steady gains in nominal incomes at a time of slowing 
inflation and declining interest rates. Average 
earnings continued to expand at an annual rate of 
about 7.5 per cent, while the annual rate of increase in 
the CPI slowed to 2.4 per cent in July. The 
unemployment rate edged up from 11.5 per cent in the 
first quarter to 11.6 per cent in the second, and 
subsequently to 11.7 per cent in July. To date in 1986, 
time lost in labour disputes has been near record lows. 
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United States 


Real GNP expanded by 0.2 per cent in the second 
quarter, as a 1.6 per cent gain in final domestic 
demand was largely met by a reduction in inventory 
accumulation and an increase in imports. The 
reduction of stocks originated in automobiles, and 
partly explains why Canadian auto shipments have 
not risen in line with the growth of U.S. demand. The 
4.1 per cent increase in import volume masked a 
flattening-out of the nominal import bill (-0.1 per 
cent). An increase in the volume of petroleum imports 
accompanied sharply lower oil prices. The implicit 
price index for GNP continued to rise at a moderate 
annual rate of 2.5 per cent, the same as in the first 
quarter. 


Personal disposable incomes grew by 1.6 per cent in 
the second quarter, slightly less than the 1.9 per cent 
gain in the first. The implicit price index for personal 
expenditure rose by 0.1 per cent in the first half of 
1986. The strong gain in real disposable incomes, 
along with lower interest rates, fuelled a 1.6 per cent 
gain in real consumer demand in the second quarter, 
spearheaded by durable goods (+ 4.1 per cent). Sales 
by motor vehicle dealers jumped by over 5 per cent, 
while other durable goods rose by 4 per cent. The gain 
in auto sales, along with a reduction in domestic auto 
output and lower imports from Canada, reduced the 
ratio of auto stocks to sales from 3.09 to 2.55 in the 
quarter. Spending on non-durable goods rose by 1.1 
per cent in the second quarter. The increase was led 
by higher gasoline sales — up over 10 per cent at 
quarterly rates in response to a 12 per cent drop in 
prices. The sharper gain in incomes relative to 
spending permitted a rebuilding of personal savings, 
up from a rate of 4.3 per cent in the last half of 1985 to 
5.0 per cent in the first quarter and 5.1 per cent in the 
second. 


The buoyancy of household demand also was evident 
in expenditures on residential construction, which 
rose over 4 per cent after a similar gain in the first 
quarter. The increase in home-building in the U.S. 
was accompanied by an 8.2 per cent rise in Canadian 
lumber exports in the second quarter. Lumber exports 
to the U.S. sagged 11 per cent in July, however, as 
labour disputes disrupted output in numerous forestry 
operations in B.C. and housing starts in the U:S. 
turned down by 1.8 per cent. The conventional 
mortgage rate in the U.S. backed up to about 10.5 per 
cent in June and July, before subsiding anew to 10.0 
per cent by late August. Also in late August, the tax 


reform package proposed by Congress would remove 
the interest payment deduction in the calculation of 
personal income taxes at year end. 


Labour market conditions improved gradually in the 
second quarter, with non-farm employment in both 
the household and establishment surveys up by 1.8 per 
cent. With a similar gain in size of the labour force, 
the unemployment rate was little changed at 7.2 per 
cent. Employment in goods-producing establishments 
fell by 1.2 per cent, with manufacturing off 1.8 per 
cent, while jobs in services rose by 3 per cent. 
Subsequently, a recovery of manufacturing 
employment in August led a reduction of the 
unemployment rate to 6.8 per cent in the month. 


Inflation and short-term interest rates subsided 
during the second quarter and into the third. The CPI 
edged down fractionally in the second quarter, while 
the year-over-year rate stood at 1.6 per cent following 
no change in July. Energy prices declined steadily to 
stand 16.2 per cent below the level of a year earlier. 
The drop in inflation was not confined to energy, 
however, as prices of goods excluding food and energy 
declined fractionally during the last three months 
ending in July, notably within durable goods. Price 
discounts for motor vehicles, in an attempt to reduce 
inventories, contributed to the drop. Most short-term 
interest rates eased during the summer months. The 
prime lending rate declined from 8.5 per cent in April 
to 7.5 per cent in August, responding to cuts in the 
Federal Reserve Board discount rate from 6.5 per cent 
to 5.5 per cent. Long-term interest rates fluctuated by 
less than half a percentage point from April to August, 
with the rate on 20-year Treasury bonds at 7.6 per cent 
in late August, the same as in April. 


The volume of business investment in plant and 
equipment declined marginally in the second quarter, 
after dropping almost 4 per cent in the first quarter. 
Investment stood 1.7 per cent below year-earlier 
levels, following two years of rapid growth in 1984 
(+15.0 per cent) and 1985 (+7.6 per cent). As in 
Canada, the weakness of investment was concentrated 
in the energy sector of the construction component (-10 
per cent). Outlays for equipment strengthened by 
almost 5 per cent to reverse a decline recorded in the 
first quarter. Increased vehicle sales and demand for 
imported machinery and equipment led this recovery. 
Corporate profits before taxes rose by about 3.5 per 
cent to recoup most of their first quarter decline. 
Profits were up 8.5 per cent over a year earlier. 


The nominal deficit for trade in goods and services was 
$100.2 billion (at annual rates) in the second quarter, 
compared to $93.7 billion in the first quarter and of 
$105.3 billion peak in the last quarter of 1985. After 
declining 1 per cent in the first quarter, nominal 
imports were little changed in the second, as lower 
petroleum prices led a 3.6 per cent slide in the implicit 
price index for imports. In real terms, net exports 
declined by $24.6 billion, the equivalent of 0.7 per cent 
of real GDP. 


Technical note: An analysis of revisions to the 
leading indicators of Canada and the United 
States 


Francine Roy-Mayrand 


This note studies revisions to the leading indicators for 
Canada and the U.S. with the goal of comparing the 
reliability of the preliminary estimates. The results 
show that revisions to the Canadian index are on 
average much less important than for the U.S. index 
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and that their magnitude is slightly reduced by 
smoothing the series. The revisions to both levels and 
growth rates are studied, as is the cyclical pattern of 
revisions. The period covered extends from the 
introduction in Canada of the leading indicator in 
January 1981 up to December 1985. 


The average absolute revision to the preliminary 
growth rate is twice as large in the United States as in 
Canada. In both countries, the average absolute 
revision to the growth raie is 0.5 per cent for the non- 
filtered version and 0.2 per cent for the smoothed 
series. These rates compare to an average preliminary 
growth estimate of 1.4 per cent for the Canadian 
leading index and 0.8 per cent for the American index. 
Revisions to the U.S. index are more likely to result in 
changes in the direction of the preliminary growth 
rate, as the ratio of the average absolute revision to 
the preliminary growth rate is near 60 per cent in the 
non-filtered series. There results are presented in 
Table 1. 


TABLE 1. Average Absolute Value of Revisions to Growth Rate 


Canadian Index 


Non 
Filtered 

Average 0.5 
Preliminary 

Growth Rate 15 
Average Revision 
as Percent of 
Growth Rate 33.0% 


The number of occasions where a revision reversed the 
sign of the growth rate was slightly higher in the U.S. 
index. There was a reversal of signs on 7 occasions, 
compared to 5 times in the Canadian index. Most of 
these reversals in the U.S. index coincided with a false 
signal in the preliminary version, which are less 
frequent in the Canadian index. Reversals in the 
direction of growth in the filtered version numbered 3 
in both the Canadian and U.S. index. They do not 
coincide with a false signal, but are attributable to an 
earlier warning of slowdowns in the preliminary 
version. 


The average value of revisions to the growth rate are 
higher in the U.S. index than in the Canadian index 


American Index 


Non 
Filtered Filtered Filtered 
0.2 0.5 0.2 
1.3 0.9 0.8 
15.0% 56.0% 25.0% 


(see Table 2). The average is close to zero in Canada 
due to the relation between revisions and phase of the 
business cycle in Canada at the time of the 
preliminary estimate. In the non-smoothed version, 
the final growth rate is higher on average than the 
preliminary estimate during expansions, which offset 
downward revisions during recessions. However, 
revisions to the filtered version are the reverse, with 
downward revisions during expansions and upward 
revisions during contractions. Table 2 shows the 
average level of revisions to the growth rate. One can 
also see that the average upward revision to the non- 
smoothed version of the U.S. index is largely removed 
in the smoothed version. 
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TABLE 2. Revisions to Growth Rates (Actual Values) 


Canadian Index American Index 
Non Non 
Filtered Filtered Filtered Filtered 

Average .03 02 20 04 

Variance .60 .20 .60 20 

Tables 3 shows the speed at which revisions to the smoothed version of the U.S. index compared to the 
preliminary estimates to are made to their final levels. non-smoothed index. The revision to levels are smaller 
There is evidently a delay of the revision process in the in the case of the Canadian index. 


TABLE 3. Average Revision from Preliminary Estimate, in Percent 


Canadian Index American Index 
Non Non 
Filtered Filtered Filtered Filtered 
First Revision 0.1 0.1 Oe 0.2 
Second Revision 0.2 0.2 0.4 0.3 
Third Revision 0-3 0.3 0.6 0.4 
Fourth Revision 0.4 0.4 0.7 0.6 
Fifth Revision 0.5 0.5 0.9 Og 


Final Revision Da ZA 3.0 4.4 
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Data in Many Forms... 


Statistics Canada disseminates data in a variety of 
forms. In addition to publications, both standard and 
special tabulations are offered on computer print-outs, 
microfiche and microfilm, and magnetic tapes. Maps 
and other geographic reference materials are avail- 
able for some types of data. Direct access to aggregated 
information is possible through CANSIM, Statistics 
Canada’s machine-readable data base and retrieval 
system. 


How to Obtain More Information 


Inquiries about this publication and related statistics 
or services should be directed to: 


International and Financial Economics Division, 
National Accounts and Analytical Services, 

Statistics Canada, Ottawa, K1A 0T6 

(Telephone: 990-9161) or to the Statistics Canada 
reference centre in: 


St. John’s (772-4073) SturgeonFalls (753-4888) 
Halifax (426-5331) Winnipeg (949-4020) 
Montreal (283-5725) Regina (359-5405) 
Ottawa (990-8116) Edmonton (420-3027) 
Toronto (973-6586) Vancouver (663-3691) 


Toll-free access is provided in all provinces and 
territories, for users who reside outside the local 
dialing area of any of the regional references centres. 


Newfoundland and Labrador Zenith 0-7037 
Nova Scotia, New Brunswick 

and Prince Edward Island 1-800-565-7192 
Quebec 1-800-361-2831 
Ontario 1-800-268-1151 
Manitoba 1-800-282-8006 
Saskatchewan 1(112)800-667-3524 
Alberta 1-800-222-6400 
British Columbia (South and Central) 112-800-663-1551 
Yukon and Northern B.C. (area served 

by NorthwesTel Inc.) Zenith 0-8913 
Northwest Territories (area served by 

NorthwesTel Inc.) Call collect 420-2011 


How to Order Publications 


This and other Statistics Canada publications may be 
purchased by using the attached order form, from local 
authorized agents and other community bookstores, 
through the local Statistics Canada offices, or by mail 
order to Publication Sales, Statistics Canada, Ottawa, 
K1A OT6. 


1(613)993-7276 


Toronto 
Credit Card only (973-8018) 
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Preface 


The purpose of the Quarterly Economic Summary 
is to provide a quarterly description of macro-economic 
conditions and thereby to extend the availability of 
information on the macro-economy provided by the 
System of National Accounts. 


The publication provides a more detailed analysis 
than is available in the monthly Current Economic 
Indicators. In particular, the sectoral analysis of the 
data provides relevant information on industrial and 
regional developments. Tables of the source data, as 
well as transformations useful for current economic 
analysis are available in the Quarterly Economic 
Summary: Statistical Supplement. 


Technical terms and concepts used in this publication 
that may be unfamiliar to some readers are briefly 
explained in the glossary. More extensive feature 
articles will appear in this publication from time to 
time explaining these technical terms and concepts in 
more detail. 


NOTE 


CANSIM Note 


CANSIM? (Canadian Socio-Economic Information 
Management System) is Statistics Canada’s 
computerized data bank and its supporting software. 
Most of the data appearing in this publication, as well 
as many other data series are available from CANSIM 
via terminal, on computer printouts, or in machine 
readable form. Historical and more timely data not 
included in this publication are available from 
CANSIM. 


For further information write to CANSIM Division, 
Statistics Canada, Ottawa, K1A OT6 or call (613)990- 
8200 


+ Official Trade Mark of Statistics Canada. 
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Summary 
(based on data available as of December 24, 1986) 


Real expenditure on GDP grew by 0.3% in the third 
quarter, following gains of 0.6% and 0.8% in the first 
two quarters of the year. Final domestic demand 
jumped by 1.2% in the third quarter, after growing 
slowly in the first half of the year. Most of this 
acceleration originated in household demand. A 
reduction in retail inventories and an increase in 
imports of household goods accompanied the jump in 
household demand, moderating the growth in do- 
mestic output. A pick-up in export demand in the 
quarter was offset by a widespread increase in im- 
ports. 


Real expenditure on goods and services jumped by 
1.8%, after increasing 1.2% in the previous quarter. 
The 1.8% gain matched the fastest quarterly increase 
yet recorded during the current expansion. Increased 
spending on goods was led by a 6.7% rise in car sales; 
there were also solid gains in spending on other goods. 
Consumption of services continued to rise at a rapid 
clip (up 1.4%), following increases of over 1% each of 
the first two quarters of the year. 


The acceleration in consumer demand occurred during 
a trend of weak growth in employment and incomes. 
The number of non-agricultural paid workers declined 
marginally in the third quarter, while the unemploy- 
ment rate rose from 9.6% to 9.7%. The softening in 
employment was reflected in a small slowdown in the 
growth of labour income, from 1.3% in the second 
quarter to 1.1% in the third. A steep drop (down 47%) 
in net farm income pared the growth of personal 
income to 0.6%, while personal disposable incomes 
were little changed in the quarter. With spending up 
sharply and incomes flat, the personal savings rate 
dropped to nearly 9%, its lowest level in over a decade. 


The gains in consumer spending and labour income 
continued to be led by Ontario and Quebec. In the 
third quarter, nominal labour income rose by 1.9% in 
Ontario and 1.5% in Quebec, while it declined slightly 
in the Prairie provinces and British Columbia. 
Declining farm incomes compounded the weakness in 
labour income in western Canada. The third quarter 
gain of 3.0% in nominal retail sales was led by Ontario 
(3.7%) and Quebec (3.2%); spending in the Prairie 
provinces was virtually unchanged, while consumer 
spending in British Columbia (+3.1%) was propped up 
by visitors to Expo 86. Atlantic Canada posted below- 
average gains in both labour income and retail sales. 


Urban housing starts rose steadily throughout the 
third quarter, to an annual rate of 206,000 units in 
September. Together with an increase in house sales, 
this raised expenditures on residential construction by 
3.9%, the largest quarterly gain to date in 1986. New 
home-building was heavily concentrated in Central 
Canada. Ontario and Quebec accounted for over 80% 
of the increase in building permits issued in October. 
The new house price index in Toronto reflected the 
surge in house demand, rising by 7.3% in the third 
quarter and by 19.2% in the past year. 


The volume of business investment in plant and 
equipment declined by 1.3%, after dropping 3.9% in 
the previous quarter. All of the third quarter decline 
originated within non-residential construction as 
exploration and development of oil and gas was cut 
back. Outlays for non-residential construction have 
declined by 19% in the past year; as a share of total 
GDP, they have fallen to a post-war low. Outlays on 
machinery and equipment, which are more import- 
intensive than construction, continued to progress 
during the quarter. 


The rate of accumulation of non-farm business inven- 
tories slackened in the third quarter after posting 
large increases in the first half of 1986. Most of thé 
slowdown originated in the trade sector, particularly 
in the falling levels of retail auto stocks at a time of 
sharply rising demand. Manufacturing inventories 
rose slightly, as stockpiling of raw materials and goods 
in process outweighed a reduction in finished goods. 


The nominal current account deficit widened slightly, 
from $2.0 billion in the second quarter to $2.2 billion 
in the third. A drop in the merchandise trade surplus, 
to $1.9 billion, was nearly offset by a reduction in the 
non-merchandise deficit. Within the merchandise 
trade balance, a widespread 5% gain in imports 
outweighed a 2.4% gain in exports. Among non- 
merchandise transactions, a sharp improvement in 
travel to Canada accompanied Expo ’86. 


The implicit price index for GDP rose by 1.2% in the 
quarter, for a total of 2.5% in the past year. Prices for 
final domestic demand rose 1.1%, with most of the 
upturn reflecting sharply higher house prices in 
Central Canada and a slower rate of decline for energy 
prices. The implicit price index declined marginally 
for both exports and imports, reflecting continued 
weak prices for a wide range of raw materials. 


On a National Accounts basis, the federal government 
deficit declined to $20.5 billion (at annual rates) in the 
third quarter. The deficit has averaged $25.0 billion 
over the past four quarters. Federal government 
revenucs have risen 15.5% in the past year, largely a 
reflection of increased personal and indirect taxes. 
Total spending decreased by 2.4% in the third quarter, 
as interest paid on the debt declined by $1.5 billion 
(interest paid accounts for 23% of spending). Total 
expenditures were up 2.8% compared to spending a 
year earlier. 


The 0.3% gain in real output in Canada was 
accompanied by third quarter growth of close to 0.7% 
in each of the United States, West Germany, and 
Japan. Industrial production was weaker than 
aggregate output in all four countries, with drops 
posted in Germany and Japan as export growth 
decelerated. The 0.7% rise in the U.S. GNP followed a 
marginal increase in the second quarter. As in 
Canada, a sharp gain in U.S. household demand was 
largely offset by higher imports and slower inventory 
erowth. 


Output 


Real output by industry rose 0.4% in the third quarter, 
compared to 0.6% growth in each of the first two 
quarters of the year. Production in goods-producing 
industries edged down for the second consecutive 
quarter, as output in mining, manufacturing, and con- 
struction declined in unison. Growth was sustained by 
gains in services (notably the trade and financial 
industries), which were driven by increased consumer 
demand. 


Output in goods-producing industries declined by 1.2% 
in the third quarter, following a similar drop in the 
second. The decline was diffuse, with the largest drops 
recorded in the motor vehicle and energy industries. 
Output drops were slight in other industries, aside 
from the drop brought about by a strike in the wood- 
related industries. Auto output retreated for the third 
straight quarter, after leading growth during 1985. 


Following cutbacks in the first two quarters of the 
year, production of motor vehicles slipped by a further 
7.3%. The drop in auto assemblies reflected lower 
exports to the United States and reduced inventories 
at a time of record sales in the United States. Higher 
sales in the U.S. were sparked by temporary incen- 
tives to purchase as dealers cleared out stocks of 1986 
model year cars. Having drawn down inventories to 
low levels in September, auto firms raised new orders 
for Canadian-built cars by (32%) in September and 
October. This recovery in demand was reflected in 
increased auto output and exports in October. 


The mining sector also recorded a large drop in 
spending in the third quarter, following the sharp drop 
in prices in the first half of the year. The cutback in 
output of services to mining was concentrated in 
exploration and development of oil and gas, down 36% 
after a 30% decline in the previous quarter. The 
monthly data showed a net gain in August and 
September, however, as firms advanced spending to be 
eligible for provincial government subsidies before the 
end of the year. And by year-end, energy prices had 
firmed. 


Output growth in services was 1.4% in the third 
quarter, approximately the same as the average 
quarterly gain in the past year. The third quarter 
increase was led by trade, reflecting sharply higher 
retail sales to consumers (+ 2.1%) and increased trade 
by wholesalers (+ 2.9%). Increased consumer demand 
for services (up 1.4% in the quarter) sparked the 1.7% 
gain in community, business, and personal services. 
Financial sector activity continued to advance 
(+ 2.4%), reflecting buoyant house sales and increased 
issues of stocks and bonds. Output of government 
services edged down in the quarter, while transpor- 
tation was hampered by slack shipments of many 
natural resource products to export markets. 


GROSS DOMESTIC OUTPUT BY SECTOR 


goods services 
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Household 


Consumer spending and house sales posted one of the 
largest gains of the expansion, leading to a further 
acceleration of final domestic demand. Employment in 
trade and construction recorded the largest increases in 
1986, particularly full-time employment. In the third 
quarter, household demand continued to be led by 
central Canada, in line with the sharper growth of 
labour income in this region in 1986. For all of 
Canada, the unemployment rate fell 0.9 in 1986. 


After growing by 1.2% in the second quarter, 
personal expenditures on goods and services rose by 
1.8% in the third quarter, contributing in large part to 
the acceleration in final domestic demand. The rate of 
growth of spending on goods doubled from 1.0% to 
2.2%, while spending on services continued to grow at 
the highest rate reached in the expansion (1.4%). The 
acceleration in spending on goods is attributable to the 
upswing in sales of durable goods. Car sales posted 
their first quarterly increase of the year, following 
manufacturers’ offers of reduced interest rates, while 
expenditures for furniture and household appliances 
accelerated, along with expenditures for housing. 
However, employment in services and trade slowed in 
the fourth quarter, while auto sales fell sharply in 
October. The growth in sales of semi-durable and non- 
durable goods slowed in the third quarter, as prices for 
these goods accelerated and personal income 
weakened. 


The slowing in personal income, from a growth rate of 
2.0% in the second quarter to one of 0.6% in the third, 
was largely the result of a large decrease in farm 
income. In the third quarter, labour income continued 
to rise at a modest rate of 1.0%. This corresponded 
with the increases in wage rates, while there was little 
change in employment. The moderate growth in the 
implicit price index for personal expenditures 
continued (0.9%), due to a slowing in prices for durable 
goods and services. Prices for non-durable goods rose 
because of increased food prices and a smaller decrease 
in energy costs than was experienced in the preceding 
quarter. 


TABLE 1 Consumer Spending, Average 
Quarterly Change 


1983 1984 1985 1986 1986 


3Q 
Total 1.2% 0.9% 1.3% 1.1% 1.8% 
Goods 1.5% 1.0% 1.8% 1.2% 2.2% 


Services 0.9% 0.8% 0.7% 1.2% 1.4% 


In the residential sector, capital expenditures con- 
tinued to accelerate in the third quarter (3.8%). This 
gain in housing is attributable to increased work-put- 
in-place for new units, as well as to an increase in real 
estate transactions. Real estate commissions ad- 
vanced by 15.4% in the third quarter, reaching $1.1 
billion (see Table 2). On a monthly basis, work-put-in- 
place for new housing units (Figure 2) declined in July 
(-1.1%), but began to grow at an accelerated rate again 
in August (+2.0%) and September (+3.4%). The 
stability of mortgage interest rates, combined with 
steady advances in wages and employment in the first 
half of the year, contributed to the growth of the resi- 
dential sector. The first issue of mortgage-backed 
securities (NHA) by the Canada Mortgage and 
Housing Corporation (CMHC) in December 1986 
should encourage continuing improvement throughout 
the housing sector. According to the CMHC, these 
securities, the equivalent of which are called "Ginnie 
Maes" in the United States, will help increase the 
availability of mortgage funds, and thus have a mo- 
derating effect on interest rate fluctuations. The 
issuing of these securities encourages longer mortgage 
terms than have been seen in the last few years. 
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TABLE 2. Residential Investment Expenditures in Constant 1981 Dollars 


(Seasonally Adjusted) 


Seo ee a a er ees ee ee ee oe ee 
Level 1986 


Types of expenditure 
1986 


Housing investment 6409 
New housing for permanent occupation 2958 
- Single-family 2110 
— Semi-detached and duplexes 101 
- Row 129 
- Apartments 618 
Other 3451 
- Improvements 2202 
- Mobile homes 3 

= Cottages 101 
- Commissions to real estate agents Vis) 


% Variation from previous quarter 


1986 1985 


3.85 2.70 -2.92 7.69 
BoM. 0.99 -2.32 ieoo 
3.18 hag es -2.93 20.88 
10.99 30.00 -17.65 JUS, 
14.16 5.83 -1.64 0.00 
2.83 9.87 2.43 2 
3.88 4.30 -3.43 0.30 
0.72 Me 0.09 3.41 
0.00 32.00 -19.35 29.54 
3.81 3.96 -21.09 oo 
15.42 6.86 -8.32 -4.83 


Starts in urban areas recovered in the third quarter, 
rising from 173,000 units in July to 206,000 units in 
September, the highest level of starts recorded in 
1986. During this time, the leading indicators con- 
tinued to climb, suggesting sustained growth in work- 
put-in-place, at least until the end of 1986. The 
filtered building permits index indicated a twenty- 
second consecutive rise (+1.8% in August), while 
housing resales (MLS) continued to rise. Mortgage 
loans granted to individuals, according to the figures 
published in the financial flow accounts, reached $7.3 
billion in the third quarter. The latest data on con- 
struction intentions for October show that Ontario and 
Quebec will continue to lead work-put-in-place acti- 
vity, since 88,400 and 63,800 permits were issued in 
those provinces respectively, for 80% of the total in 
urban areas. 


The single-family housing sector continued to lead the 
advance in starts in the third quarter, making up 57% 
of total urban starts; the latter rose from 97,000 units 
in July to 118,000 in September. Ontario led the 
recovery with 71% of the single-family housing starts 
in the quarter. Single-family housing starts also 
advanced from July to September in British Columbia 
(+ 24.4%), Quebec (+ 12.6%) and the Prairie (+ 2.9%), 
while the Atlantic region experienced a decrease. The 
New Housing Price Index (NHPI) reflected the intense 
activity in the housing sector, climbing by 3.1% in the 
third quarter (Table 3). The largest price increases 
were in Ontario, especially Toronto, where the rise of 


7.3% in the third quarter pushed to 19.2% the 
cumulative increase since the beginning of the year. 
British Columbia recorded the only decrease in prices 
for new housing. 


BUILDING PERMITS AND HOUSE RESALES 
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TABLE 3. Variations in Prices of New Housing, by Metropolitan Region 
(Not Seasonally Adjusted) 


Per cent change from previous quarter 


1986 1985 

3Q 2Q 1Q 4Q 3Q 
Canada 3.1 2.7 3.1 1.6 te? 
Calgary 0.4 0.8 4.1 3.3 2.0 
Edmonton 0.8 1.3 Sal ere 13 
Halifax 0.1 0.0 -0.1 e2, 0.3 
Hamilton Dal Oi Meth 1.9 2.6 
Kitchener 0.1 4.7 4.1 4.1 Bali 
London 6:5 ee 5.1 ee, 22 
Montreal Phe eg 2.0 1.6 0.8 
Ottawa 1.0 EN 0.7 eZ Zi leyA 
Quebec 2.6 1.8 1:5 1e2 2. 
Regina 0.6 0.8 iL 0.8 1.3 
St-Catharines/Niagara 3.5 3.6 4.1 1.0 1.6 
Moncton/Saint John 0.8 0.8 al 0.0 0.3 
St-John’s 1.3 1.0 0.7 OZ 0.4 
Saskatoon 0.6 1.8 0.6 0.3 
Toronto Wee 5.0 6.4 Df) 
Vancouver 0.0 ile? -0.1 0.3 
Victoria -3.3 -0.8 -2.4 0.0 
Windsor 0.6 2.9 2e0 eZ, 
Winnipeg 1.0 21 1.8 0.7 

EMPLOYMENT 


Manufacturing Industry 
full-time part-time 


Index 19614=100 


{ 


7 


aE nnnneeeneeeeeeeeee eee 


The multi-family housing sector remained strong in 
the third quarter, with an increase from 76,000 units 
built in July to 88,000 units in September in urban 
areas. Quebec continued to lead in this sector, with 
40,500 units in September; there were considerable 
gains between July and September in Ontario 
(+49%), as well as in the Atlantic region (+ 24%). 
However, the Prairie Provinces and British Columbia 
posted decreases of 62% and 14%. The vacancy rate for 
apartment buildings with six or more units rose in 
Quebec in October, going to 2.2%, compared with 1.5% 
in April (Table 4). This increase indicates that there 
may eventually be a slowdown in the number of starts 
on multiple-unit housing in that province. Ontario 
continued to have the lowest vacancy rate — namely 
0.4% -— followed by British Columbia, with 0.8%. 
Permits for construction in Ontario continued to 
strengthen in October, to a a level of 41,800 units 
(+ 20.9% in October). 


TABLE 4. Vacancy Rates for Privately Built 
Apartment Buildings with Six or 
More Units, by Region! 
Rate on Rate on 
Region April 1, October 1, 
1986 1986 
Atlantic oe So) 
Quebec 11 59 DD, 
Ontario 0.5 0.4 
Prairie 3.4 Bee 
British Columbia il atl 0.8 
Canada 1.4 1.6 


1 These data were calculated using the relative weights of the 
metropolitan areas in each region. 


According to the Labour Force Survey, the 
seasonally adjusted estimate of employment was little 
changed in November 1986 at 11,667,000. However, 
November was the fourth consecutive month in which 
employment increased, following the decline of 0.8% in 
July. On average, the level of employment for the first 
eleven months of 1986 was 2.9% higher than the 
average annual level for 1985, following an average 
annual growth rate of 2.7% since 1983. In 1986, 
growth of full-time employment accelerated, while 
that of part-time employment slowed. The construc- 
tion and trade sectors posted the strongest advances, in 
tandem with the acceleration in household demand. 


In 1986, the full-time and part-time employment levels 
rose at the nearly same pace, 2.8% and 2.9% 
respectively. As Table 5 shows, the growth rate for 
part-time employment has been slowing since 1975. 
For the period from 1975 to 1980, it was 7.1% on 
average per year. It then declined to an average 


annual rate of 4.8% during the period from 1980 to 
1985. During the current expansion, from 1983 to 
1986, it has been 3.1%. The growth rate for full-time 
employment during the same period has been 2.6% on 
average, almost the same as the average of 2.3% from 
1975 to 1980. 


TABLE 5. Annual Changes in Full-time and 
. Part-time Employment 


Total Full-time Part-time 
19861 2.9 2.8 2.9 
1985 2.8 2.6 4.0 
1984 MSs 3.0 US 
1983 0.8 -0.8 7.6 
1982 -3.0 -4.3 Sh 
1981 2.8 22, 6.8 
1980 3.0 2.4 HAD) 
1979 4.1 3.6 7.9 
1978 Sas) 3.0 6.9 
1977 1.8 itil est 
1976 Bak 1.6 6.0 
19861-1983 Mell 2.6 onl 
1985 —- 1980 iL 0.5 4.8 
1980 - 1975 2.9 DES Heil 


1 Average employment level, seasonally adjusted, from January to 
November 1986. 


In broad terms, full-time employment rose in those 
sectors where the growth rate of part-time employ- 
ment declined. The growth rate of part-time employ- 
ment fell in almost all sectors of the economy since 
1983, particularly in construction (from 15.1% in 1983 
to 2.1% in 1986), transportation, communications and 
other public utilities (from 18.0% in 1983 to 3.7% in 
1986), finance, insurance and real estate (from 14.2% 
in 1983 to 2.6% in 1986) and government (from 13.6% 
in 1986 to 4.3% in 1986). For the same period, the rate 
of growth in full-time employment has risen mainly in 
construction (from -6.8% to 5.5%) and trade (from 
-1.7% to 5.8%). The rates for part-time employment 
and full-time employment have fallen simultaneously 
in the government sector. In agriculture, the move- 
ments fluctuate widely from one year to another. 


Construction led the growth of employment in the first 
eleven months of 1986 (7.2%). Employment also 
posted solid gains in trade (3.9%), finance, insurance, 
and real estate (3.8%), and community, business, and 
personal services (3.5%), reflecting the upturn of 
household demand. Employment grew more slowly in 
transportation and utilities and by 2.0% in manufac- 
turing, where export demand slackened. Employment 
fell slightly in primary industries and public adminis- 
tration. 


The estimated unemployment rate for November 1986 
was 9.4, the same rate as in October. Except for an in- 
crease of 0.3 in July, the unemployment rate con- 
tinued to decline slowly throughout the year. For the 
first eleven months of 1986, the average unemploy- 
ment rate was 9.6%, a drop of 0.9 from the 1985 rate. 
Since the peak of 11.9 recorded in 1983, the annual 
unemployment rate had fallen by 0.6 in 1984 and 0.8 
in 1985. These drops occurred despite the 1983 in- 
crease of 0.2, 1984 increase of 0.4 and 1985 and 1986 
increases of 0.5 in the participation rate. 


Between October and November 1986, employment 
grew slightly in the Atlantic Provinces, Quebec and 
Ontario, while it fell in the Prairie Provinces and 
British Columbia (see Table 6). For British Columbia, 
this was the fifth consecutive month in which there 
was a decline in employment, following the high point 
reached in July, when Expo 86 was at its peak. In this 
province, the average level of employment for the first 
11 months of 1986 rose by 3.9% from the average 
annual level in 1985. The growth of employment was 
3.4% in Ontario, 2.8% in the Atlantic region and 2.1% 
in Quebec andthe Prairies. 


TABLE 6. Percentage Change! in Employment Level by Region and Sector of Economy 


Industry Canada Atlantic 
Total 2.9 2.8 
Agriculture .-0.7 
Other primary ind. -0.2 oul 
Manufacturing 2.0 4.7 
Construction UL 4.8 
Transp.,comm., other 

utilities Meh Aad 
Trade | 3.9 6.9 
Finance, insurance, 

real estate 3.8 8.8 
Services S 1.6 
Public administration -0.2 13 


Quebec Ontario Prairies British Columbia 
BM 3.4 Pall 3.8) 
1.8 1.0 162 29 
29 ee lee 1.0 
13.6 9.1 Ded 0.1 
3} 4.5 1.4 6.0 
ALi 2.6 2.6 6.9 
0.6 UZ aA 7.4 
0.8 4.9 4.6 5h 
1.4 De =2.1 4.6 


1 Average level from January to November 1986 relative to average level for 1985. 
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For the Atlantic region, average employment in the 
first 11 months of 1986 rose in all sectors except 
transportation, where it fell by 2.7%. The largest in- 
creases were in finance, insurance and real estate 
(8.8%), trade (6.9%), primary industries other than 
agriculture (6.1%), construction (4.8%) and manufac- 
turing (4.7%). 


In Quebec, there was an employment growth rate of 
13.6% in construction, as housing starts jumped 46% 
in the first 10 months of 1986. Employment increased 
4.7% in trade and 2.9% in manufacturing while retail 
sales and shipments increased by 11.0% and 4.1%. 
The rate rose slightly in primary industries other than 
agriculture and in services and government, while it 
fell in transportation, communications and utilities, 
as well as in finance, insurance and real estate. 


In Ontario, construction, finance, insurance and real 
estate, services, and transportation, communications 
and other public utilities were the sectors that 
experienced the strongest growth, with rates of 9.1, 
7.2,4.9 and 4.5 respectively. Employment fell by 2.5% 
in government and by 1.0% in primary industries 
other than agriculture. 


Employment rose mainly in services (4.6%) in the 
Prairie Provinces. It dropped in primary industries 
other than agriculture, in manufacturing, finance, 
insurance and real estate (sectors connected with the 
oil industry), as well as in government. 


In British Columbia, employment rose in all sectors 
except construction, where it slipped by 0.1%. The 
largest growth rates were in finance, insurance and 
real estate (7.4%), trade (6.9%), transportation, 
communications and other public utilities (6.0%), 
services (5.7%) and government (4.6%). 


Growth has been uneven among the regions during 
the current expansion, and the regional disparities 
increased over 1986. There was steady improvement 
in the indexes of economic activity in Central and 
Eastern Canada, while these same indexes were 
stagnant in Western Canada. In the third quarter of 
1986, labour income continued to grow more in Quebec 
and Ontario, hand in hand with increases in retail 
sales and housing starts up to October. In 1986, the 
unemployment rate remained high in the Prairies, 
while it fell significantly in Quebec and Ontario. The 
unemployment rate also dropped in British Columbia. 
This decrease was the result of employment gains 
connected with Expo 86. 
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Ontario posted the largest gains in 1986. Retail sales 
and labour income were up by 8.2% and 6.6% 
respectively, and employment rose by 3.4%. The 
unemployment rate fell significantly, dropping from 
an average of 8.0% in 1985 to 6.6% in November 1986, 
nearly returning to the January 1981 level. Toronto, 
which saw an upsurge in house prices and sales in 
1986, had an unemployment rate of only 4.4% in 
November. In October, building permits reached one 
of the highest levels in the expansion. In Ontario, as 
in the other regions, the participation rate varied little 
during the year. 
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Quebec’s performance was close to the national 
average in terms of employment and participation in 
the labour market. However, Quebec posted some of 
the largest gains in terms of income and housing 
construction, particularly multiple-unit housing 
construction. At the same time, sales of household 
goods rose appreciably, leading the moderate increase 
in overall retail sales. Although the unemployment 
rate decreased less than in Ontario, it was also almost 
the same as that recorded in January 1981. The 
unemployment rate went from an average of 11.8% in 
1985 to 10.6% in November 1986, while the 
participation rate rose from 62.2% to 62.4%. 
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Despite a sizable improvement in retail sales and 
housing starts in the third quarter, the indexes of 
economic activity remained weak overall in the 
Prairies and British Columbia. Employment levels, in 
particular, continued to advance more slowly in these 
regions, limiting the improvement in unemployment. 


TABLE 7. Statistics by Region 


Index Ist 

1985 1985 half 
Urban housing starts 
Canada 105.0 24.0 Tia 
Atlantic 151.4 43.0 0.0 
Quebec 201.6 20.0 AO) 
Ontario 163.2 31.0 NGS 
Prairies Syl 14.0 =1.0 
British Columbia 54.7 15.0 Syd) 
Nominal retail sales 
Canada 140.1 11.6 7.0 
Atlantic 147.5 10.4 7.0 
Quebec WS357 9.6 5.9 
Ontario 148.0 12.8 8.0 
Prairies 134.2 LoeZ 8.9 
British Columbia 120.7 10.0 6.3 
Canada shipments 133.3 7.4 3.0 
Atlantic 103.1 4.6 ial 
Quebec 124.0 4.9 Sai 
Ontario 151.8 8.2 DA 
Prairies 126.0 UD 4.8 
British Columbia 109.3 7.8 0.9 
Wages and salaries 
Canada Rite Lo? 3.4 
Atlantic 138.4 6.2 2.8 
Quebec 130.8 6.8 3.4 
Ontario 144.7 8.0 a 
Prairie see 6.7 ran 
British Columbia 120.4 6.2 2.6 
Employment (LFS) 
Canada 103.3 2.8 8} 
Atlantic 101.7 1.6 0.1 
Quebec 102.7 3.0 1.6 
Ontario 107.0 3.8 2.0 
Prairies 102.1 1.6 0.3 
British Columbia 96.8 Je 0.5 


Unemployment rate 


Canada 144.0 OES 10.8 
Atlantic 143.1 15.9 16.3 
Quebec 115.9 11.8 12.0 
Ontario DAS ES 8.0 8.3 
Prairie 209.7 9.2 9.6 
British Columbia 244.7 a? 14.5 
Participation rate 

Canada 100.7 §5.2 65.1 
Atlantic 100.9 56.9 56.8 
Quebec 100.6 62.2 61.8 
Ontario 101.3 68.0 68.0 
Prairie 101.0 69.1 68.9 
British Columbia 98.7 64.3 64.2 


At 9.1% in the Prairies and 13.3% in British Colum- 
bia, the unemployment rate was still double that 
recorded in January 1981. In October and November, 
the employment level in British Columbia was still 
slightly below that recorded in January 1981, having 
fallen by 0.8% from the level at the end of Expo 86. 


1985 1986 
2nd 1st To date Index 
half half 3Q 4Q1 1986 
(To date) 
per cent change 
28.6 0.8 8.2 4.3 146.2 
37.0 RY 29.0 -24.8 166.7 
6.5 8.8 0.0 HORS DO 
51.0 see 10.1 2.9 24t2 
52.0 -4.5 19.1 -3.9 43.9 
1.0 Di 31 1253 70.0 
5.3 3.0 3.0 0.5 154.8 
SH Si es 15 161.9 
4.3 4.7 BP -0.6 154.0 
sl 30 Ball 1.0 166.7 
4.7 S10) 0.3 -0.2 141.3 
5.0 2.9 ool -0.6 131.3 
Ss 0.0 -0.9 1.9 136.6 
38 3.9 -3.5 aly, 105.0 
4.6 Jt 0.0 2.0 129.1 
6.3 -0.4 asa 2.9 15726 
Seo =D at 0.0 120.0 
SS 8.2 -3.8 We 113.4 
3.4 2.8 1.0 145.4 
oon DBAS: 0.4 146.2 
2.8 Boil 1D 139.4 
4.3 3.6 1.9 156.9 
2a 1.4 -0.3 138.0 
Sh 0.4 -0.4 121.6 
1.6 2 i -0.4 0.5 106.6 
1.9 2.1 le) 0.2 104.6 
2.0 1.0 -0.3 12 105.8 
162, BT =0.5 0.9 Les 
2.1 1.4 -0.4 0.0 103.7 
1.3 Sy Onn 0.8 99.8 
rate 
10.2 9.6 9.7 9.4 129.1 
1 aos: oe 15.4 14.9 134.1 
ley tess tele? 10.6 103.9 
7.8 7.0 7.0 6.6 103.1 
8.7 8.7 9.0 9.1 208.3 
13.9 Ass Das: IB }8: 229.3 
65.4 65.9 65.5 65.5 101.1 
57.0 Deal Died 57.0 101.1 
62.5 62.6 62.1 62.4 101.0 
67.9 68.7 68.2 68.3 101.8 
69.4 69.9 69.3 69.3 101.3 
64.4 65.2 65.2 64.9 99-7 


| Percentage change between the third quarter level and October for retail sales, shipments and housing starts, November for Labour 


Force Survey data. 


The moderate increases in base rates negotiated under 
major wage settlements signals little change in 
wage trends. The overall increase in wage rates 
slowed considerably from 3.7% in the second quarter to 
3.1% in the third. However, this slowing is explained 
in large part by an increase in the proportion of 
agreements signed in the construction sector, where 
wage increases are smaller. The increases in the 
construction sector were close to their average for the 
last three years, falling to 2.3% in the third quarter of 
1986 after jumping to 4% in the second. The second 
and third quarters were the first in three years to have 
intense bargaining activity. 


Nearly a third of the agreements reached in the third 
quarter were in the construction industry; under 
them, there was a wage freeze for 28,000 workers in 
British Columbia, and an average annual increase of 
3.2% for 61,900 workers in Quebec. Settlements in the 
government sector represented another third of all 
agreements reached in the third quarter. They in- 
volved an average annual increase approximately the 
same as that in the second quarter-namely, 3.7% — but 
there continued to be marked regional disparities, 
with 1.8% in British Columbia and between 6.8% and 
7.6% in Ontario. Most of the other agreements 
reached were in the community, business and personal 


NEGOTIATED WAGES SETTLEMENTS 
percent change 


-s 


Can. x 


(B65 i886 7987 
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services group and the trade, finance, insurance and 
real estate group. At 3.5%, the rate of increase was 
almost unchanged for the first group. For the second 
group, there was a reduction from 3.5% to 2.4%. A 
significant number of the agreements signed in trade 
and in finance, insurance and real estate were 
connected with major grocery stores. 


The largest increase in wage rates (4.0%) in a major 
economic sector was in manufacturing. Although the 
increase was slightly higher than that recorded in the 
second quarter (3.4%), it compared with the averages 
of 4.0% and 4.3% observed in 1984 and 1985 
respectively. At the same time, the average hourly 
earnings of employees paid by the hour in this sector 
accelerated significantly in the third quarter. With 
the effect of overtime paid at a higher rate excluded, 
they jumped to an annual rate of 2.9%, compared with 
1.2% in the second quarter. This increase in hourly 
earnings reduced the gap between wage settlements 
and hourly earnings which appeared in 1986. As 
Figure 11 shows, growth in wage settlements has been 
similar to that in hourly earnings since 1967. Hourly 
earnings include overtime, although this separation is 
not available before 1983. Table 8 shows the average 
quarterly change of hourly earnings since 1983, with 
the effect of overtime excluded. 


TABLE 8. Average Quarterly Change in Wages, 
at Annual Rates 


1983 1984 1985 1986 
Negotiated settlements 4.5 3.7 4.0 3.8 
Hourly earnings 4.9 4.5 4.2 1.8 
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Business Investment 


The volume of business investment in plant and 
equipment declined by 1.3% in the third quarter, after 
dropping 3.9% in the second. These two consecutive 
drops largely negated the slight rise in business 
investment during 1985; it was only 3.6% above the 
level recorded coming out of the trough of the 1982 
recession. Weakness remained concentrated in non- 
residential construction, particularly in the energy 
sector. Outlays for machinery and equipment, which 
are more import-intensive than construction, continued 
to expand in the third quarter. 


Real spending on non-residential construction dropped 
by 6.8% in the third quarter, following a 9% retreat in 
the previous quarter. Virtually all of the decline 
originated in sharply lower outlays for exploration 
and development of oil and gas. This industry 
accounted for about 30% of business non-residential 
construction reported in the 1985 survey of public and 
private investment in Canada, with most of its 
spending concentrated in Alberta. 


Led downwards by a drop in outlays by the energy 
industry, spending on non-residential construction 
has declined 19% from the level in the second quarter 
of 1985. As a share of real GDP, non-residential 
construction fell to 4.8% in the third quarter, its lowest 
level in post-war history. Its historical peak - a 7.9% 
share of GDP - was attained late in 1981, when energy 
prices soared on international markets. 


A firming of non-residential investment was evident 
by the end of the third quarter and into the fourth. 
Industry output data on exploration and development 
showed a net gain of 20% in August and September, 
after a cumulative 70% drop between February and 
July. An upturn in employment in the Alberta 
construction industry through November supported 
the 5% increase Canada-wide beginning in August. 
Increased exploration and development of oil and gas 
in the fourth quarter is supported by the expiry of 
federal and provincial government incentives for 
investment in this industry at year-end. As for non- 
energy construction, the number of building permits 
issued for non-residential structures rose further 
during July and August, after posting a 17.5% gain in 
the second quarter. 


Even though outlays for non-residential construction 
have declined steadily in the past year, spending on 
machinery and equipment has risen steadily. 
Business expenditures on machinery and equipment 
gained 3.0% in volume in the third quarter, after 
increasing marginally in the first half of the year. 
Nevertheless, investment in machinery and 
equipment in the third quarter was almost 7% below 
its pre-recession peak. The third quarter rally was led 
by motor vehicle purchases, coincident with special 
rebates and low financing rates offered to consumers. 
If motor vehicles are excluded, there was only a 
nominal gain in spending on machinery and 
equipment. 


BUSINESS INVESTMENT 
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Prices 


In the third quarter, consumer prices and industrial 
prices rose by 1.2% and 0.2% respectively. The upward 
movement of prices was accompanied by a less- 
pronounced decrease in energy prices. With energy 
products excluded, consumer prices rose at the same 
rate as in the previous two quarters. However, 
industrial prices for durable goods slowed for a second 
consecutive quarter, in conjunction with the decrease in 
production costs. 


The rise in the CPI accelerated to 1.2% in the third 
quarter, after slowing in the second. This increase in 
consumer prices was in line with the moderate 
increases since the beginning of 1984. The slight 
upturn resulted primarily from the fact that energy 
prices fell less than they had in the preceding quarter. 
Prices for goods and services excluding energy 
continued to rise in line with the average for the last 
two quarters. The continued moderate growth of 
prices accompained an acceleration of personal 
expenditures on goods. Spending on new cars rose by 
9.1%, with prices for automobiles increasing slightly, 
but special low interest rates were offered which are 
not included in the CPI. 
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The decrease in energy prices was offset by an increase 
in food prices (+2.1%) and transportation costs 
(+ 1.4%). The increase in food prices was due mainly 
to higher meat prices. The increase in transportation 
costs, which followed a decrease of 1.8% in the second 
quarter, is attributable to automobile rental charges 
and automobile insurance premiums. 


In the third quarter, prices for industrial products 
increased only 0.2%, after a 1.5% drop last quarter. 
The effect of a significant rise for food and paper 
products was attenuated by a drop in oil prices. 
Growth in prices for most other products continued to 
slow. Price for durable goods, in particular, increased 
by only 0.5%, following two quarterly increases of 
1.6% and 1.3%. In tandem with the slowing in 
industrial prices, prices for imported raw materials 
and fabricated materials continued to decline, while 
prices for construction materials slowed sharply. 


INDUSTRIAL PRODUCT PRICES 


total 


energy 
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External Sector 


The nominal merchandise trade surplus dropped in the 
third quarter, as a 5% increase in imports outweighed a 
2.2% gain in exports. The increase in household 
demand in the quarter was reflected in higher imports 
of motor vehicles and household goods. Export growth 
was hampered by continued sluggish auto shipments 
and weak prices on international commodity markets. 


The 2.2% gain in export receipts in the third quarter 
largely reflected shipments overseas to OECD nations 
combined with sluggish demand in the United States. 
Exports to Europe and Japan have increased steadily 
in the past year, whereas third quarter exports to the 
United States were 1.4% below the level recorded a 
year earlier. The year-long increase in overseas 
exports accompanied a lower value of the Canadian 
dollar against most OECD currencies except the U.S. 
dollar. 


In terms of commodity groups, the gain in exports was 
led by machinery and equipment (notably aircraft, up 
32%) and industrial goods (reflecting sharply higher 
prices for gold and other precious metals). Despite 
sharply lower wheat prices, exports of food products 
increased. Continued rapid gains for fish - which 
surpassed wheat as Canada’s leading food export in 
the quarter — led this increase. Export earnings from 
wheat have steadily declined from $5 billion (at 
annual rates) in the last quarter of 1985 to about $2 
billion in the second and third quarters of 1986. Grain 
exports in the third quarter were influenced by labour 
disputes with grain-handlers in September. 


Automotive exports declined marginally in the third 
quarter, prolonging a downward trend set in the first 
half of the year. A sharp gain in U.S. auto sales was 
more than offset by a reduction of inventories, as firms 
cleared out their stocks of 1986 models. With the 
inventory-sales ratio for autos at a record low level in 
the third quarter, Canadian exports recovered by 23% 
in September and a further 2% in October as new 
orders for motor vehicles recovered. These gains 
occurred despite a sharp fall in U.S. sales in October, 
when special incentives to purchase expired. 


Exports of forestry and energy products were little 
changed in the third quarter. Following a year of solid 
growth, labour disputes in the B.C. forestry industry 
contributed to a 7% drop in lumber exports. The 
flattening-out of energy exports followed consecutive 
quarterly declines of over 20% in the first half of the 
year. The price of exported crude petroleum firmed in 
the quarter, after the sharp drop in the first half of 
1986 had reduced the implicit price index to just below 
A0.0 (E981 ="100). 


Nominal merchandise imports rose 5.1% in conjunc- 
tion with the sharp increase in final domestic demand 
in the third quarter. The increase was diffuse, with 
the largest gains in imports occurring in household 
goods (+ 9.0%) and industrial goods (+ 7.6%). Imports 
of automotive products (+4.7%) and machinery and 
equipment (+ 2.4%) slowed the overall gain. 


Imports of household goods, which accounted for about 
11% of all merchandise imports, rose sharply at a time 
of buoyant consumer demand. These imports (ex- 
cluding cars) have risen over 16% in the past year, the 
largest increase among the major components of 
imports. The third quarter gain was led by apparel 
and footwear and consumer electronic equipment. 

Imports of passenger cars declined by 4.6%, down from 
levels a year earlier, as retailers met increased sales 
by reducing inventories. 


Demand for imported industrial goods increased 7.6% 
to reverse a decline of similar magnitude in the second 
quarter. Over half of this see-saw pattern originated 
in precious metals, the largest component of industrial 
goods, partly due to a rally in the price of gold in the 
third quarter. Conversely, continued declines in crude 
oil prices kept the charge for imported energy products 
low in the third quarter. Prices for imported foodstuffs 
also declined in the quarter. 


Demand for imported machinery and equipment 
continued to rise gradually (+2.4%). Imports of ma- 
chinery and equipment rose by 3.5%, excluding a 16% 
drop for farm machinery — the effect of a 44% drop in 
net farm income in the quarter. Continued weak 
demand for drilling machinery accompanied increases 
in imports of communications equipment. 


Financial Markets 


Demand for funds on conventional credit markets by 
Canadian non-financial sectors was moderate during 
the third quarter of 1986. Such financing amounted to 
$19.5 billion, representing 14.4% of GDP, compared 
with 18% for the same period in 1985. The household 
sector accounted for the largest share of this borrowing, 
with record mortgage loans of more than $7.3 billion 
(particularly on the housing resale market). Consumer 
credit was also strong ($2.2 billion), in line with the 
increase in demand for consumer goods (especially 
durable goods). The relatively low interest rates un- 
derlying this credit activity remained stable for 
mortgages and were slightly down for shorter-term 
borrowing. 


Weak demand for funds by non-financial private 
corporations mirrored decreased investment in non- 
residential construction and a reduction in the rate of 
inventory accumulation on the "real" side of the 
economy. Share prices reflected some uncertainty in 
stock markets, with the Toronto Stock Exchange 
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Composite Index of 300 stocks down 3.4% over the 
quarter, although there was no apparent effect on 
share issues during the quarter. A decrease in net new 
issues of shares masked an increase in gross issues 
from $7 billion to $9 billion during the first three 
quarters of 1985 and 1986, respectively. Issues of com- 
mon shares have continued to predominate over 
preferred shares (by a ratio of 2:1) since the fourth 
quarter of 1985. 


Borrowing by general government (i.e., federal, pro- 
vincial and local governments and hospitals) during 
the quarter registered a 38% drop from a year earlier. 
The decreased borrowing requirements resulting from 
a reduction in the federal government’s deficit were 
most noticeable in a sharp decline in new issues of 
Treasury bills. Much of the increased financing 
requirements of provincial governments in the first 
nine months of 1986 has been met by issues of 
Treasury bills and other short-term paper. Net new 
issues of marketable bonds showed little change from 
the same period in the previous year. 


FEDERAL GOVERNMENT NET BORROWING 
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United States Economy 


Real GNP in the United States rose by 0.7% in the third 
quarter, following a marginal gain in the second. The 
pattern of moderate but uneven growth in 1986 
reflected steady growth of real domestic demand 
coupled with large quarterly fluctuations in net exports 
and inventories. The third quarter was marked by a 
sharp gain in motor vehicle sales and a large reduction 
in auto inventories. 


Final sales (that is, GNP excluding inventories) rose 
by 1.3% in the third quarter. Increased sales of motor 
vehicles accounted for almost two-thirds of the overall 
gain, rising $26.1 billion (at annual rates). The 
growth in sales to record levels was sparked by the 
extensive sales-incentive programs offered by domes- 
tic manufacturers in order to clear inventories of 1986 
models (notably financing rates of below 3% -— com- 
pared to prevailing market rates of nearly 10% 
elsewhere — or rebates as high as $1,500). With record 
sales and lower auto output, inventories of motor 
vehicles plunged by $27.1 billion in the quarter. The 
inventory-sales ratio for motor vehicles fell from 2.6 in 
the second quarter to 1.5 in the third, the lowest since 
record-keeping began in 1967. The need to rebuild 
auto inventories was reflected in a pick-up of Cana- 
dian auto production in September and mounting auto 
exports to the United States in September (+ 23%) and 
October (+ 2%). These gains occurred despite a drop in 
U.S. auto sales in October, when sales-incentives 
expired. 


Aside from the large quarterly movements in auto 
sales and inventories, most other major components of 
GNP continued trend established in the second quar- 
ter. Non-automotive personal expenditure rose by 


almost 1%, supported by steady gains in labour income 
(+1.1%). Residential construction advanced by 2.5%. 
All of this increase originated in single-family house 
construction, despite recent declines in single-family 
house starts. This apparent anomaly is explained by a 
shift in the type of housing under construction to large 
units or units with more amenities. As well, there is 
always some lag between house starts and actual 
work-put-in-place. 


Business investment in plant and equipment was 
virtually unchanged for the second consecutive quar- 
ter. As in Canada, a 2% drop in non-residential 
structures reflected further cutbacks in petroleum 
exploration and development. These declines were 
offset by continued increases in purchases of durable 
equipment, notably information processing equipment 
and motor vehicles. The survey of business invest- 
ment plans conducted by the Bureau of Economic 
Analysis forecasts a small increase in business invest- 
ment in both the fourth quarter of 1986 and the year 
1987. 


Real net exports declined by $9.7 billion (at annual 
rates) in the third quarter, a considerable slowdown 
from the $28 billion drop recorded during the previous 
three months. Real merchandise exports turned up 
sharply (+2.5%), with both the agricultural and non- 
agricultural components rising. The volume of 
imports rose almost 5%, pushed up by a doubling of 
petroleum imports. Declining world oil prices have 
stimulated a sharp increase in U.S. demand for oil in 
1986. (For further details on U.S. GNP, see the Survey 
of Current Business, October and November 1986.) 
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Data in Many Forms... 


Statistics Canada disseminates data in a variety of 
forms. In addition to publications, both standard and 
special tabulations are offered on computer print-outs, 
microfiche and microfilm, and magnetic tapes. Maps 
and other geographic reference materials are avail- 
able for some types of data. Direct access to aggregated 
information is possible through CANSIM, Statistics 
Canada’s machine-readable data base and retrieval 
system. 


How to Obtain More Information 


Inquiries about this publication and related statistics 
or services should be directed to: 


International and Financial Economics Division, 
National Accounts and Analytical Services, 

Statistics Canada, Ottawa, K1A 0T6 

(Telephone: 990-9161) or to the Statistics Canada 
reference centre in: 


St. John’s (772-4073) Sturgeon Falls (753-4888) 
Halifax (426-5331) Winnipeg (949-4020) 
Montreal (283-5725) Regina (780-5405) 
Ottawa (990-8116) Edmonton (420-3027) 
Toronto (973-6586) Vancouver (663-3691) 


Toll-free access is provided in all provinces and 
territories, for users who reside outside the local 
dialing area of any of the regional references centres. 


Newfoundland and Labrador 1-800-563-4255 
Nova Scotia, New Brunswick 

and Prince Edward Island 1-800-565-7192 
Quebec 1-800-361-2831 
Ontario 1-800-268-1151 
Manitoba 1-800-282-8006 
Saskatchewan 1-800-667-7164 
Alberta 1-800-222-6400 
British Columbia (South and Central) 1-800-663-1551 
Yukon and Northern B.C. (area served 

by NorthwesTel Inc.) Zenith 0-8913 
Northwest Territories (area served by 

NorthwesTel Inc.) Callcollect 403-420-2011 
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This and other Statistics Canada publications may be 
purchased by using the attached order form, from local 
authorized agents and other community bookstores, 
through the local Statistics Canada offices, or by mail 
order to Publication Sales, Statistics Canada, Ottawa, 
K1A OT6. 
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Preface 


The purpose of the Quarterly Economic Summary 
is to provide a quarterly description of macro-economic 
conditions and thereby to extend the availability of 
information on the macro-economy provided by the 
System of National Accounts. 


The publication provides a more detailed analysis 
than is available in the monthly Current Economic 
Indicators. In particular, the sectoral analysis of the 
data provides relevant information on industrial and 
regional developments. Tables of the source data, as 
well as transformations useful for current economic 
analysis are available in the Quarterly Economic 
Summary: Statistical Supplement. 


Technical terms and concepts used in this publication 
that may be unfamiliar to some readers are briefly 
explained in the glossary. More extensive feature 
articles will appear in this publication from time to 
time explaining these technical terms and concepts in 
more detail. 
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Note 


CANSIM Note 


CANSIM? (Canadian Socio-Economic Information 
Management System) is Statistics Canada’s 
computerized data bank and its supporting software. 
Most of the data appearing in this publication, as well 
as many other data series are available from CANSIM 
via terminal, on computer printouts, or in machine 
readable form. Historical and more timely data not 
included in this publication are available from 
CANSIM. 


For further information write to CANSIM Division, 
Statistics Canada, Ottawa, K1A OT6 or call (613)990- 
8200 


+ Official Trade Mark of Statistics Canada. 


Summary 
(based on data available as of March 20, 1987) 


Real expenditure on GDP rose marginally in the 
second half of 1986, up 0.2% in the third quarter and 
0.1% in the fourth. Final domestic demand accele- 
rated sharply during the third (+1.0%) and fourth 
(+ 0.6%) quarters, while exports grew by 3% in volume 
in each quarter. Total final demand (that is, final 
domestic demand and exports) had declined frac- 
tionally in the first half of the year. The spurt in final 
sales in the second half, however, was accompanied by 
a reduction of inventories and an increase in imports, 
rather than by an upturn of domestic production. In 
total, import volume rose by 5.6% in the third and 
fourth quarters, the equivalent of 1.5% of real GDP, 
while the reversal in inventories pared a cumulative 
1.9% from overall expenditure. By the end of 1986, the 
share of total imports in real GDP stood at a record 
28.5%, while the economy-wide ratio of stocks to sales 
was near the record low touched at the end of 1985. 


In terms of output by industry, industrial production 
posted its first gain of the year, notably in industries 
oriented to export and housing demand. Output of 
services, which had sustained overall growth in the 
first three quarters, declined fractionally in the fourth 
quarter. 


Consumer expenditure on goods and services slowed 
from growth of 1.6% in the third quarter to 0.2% in the 
fourth. All of the slowdown originated in a 0.5% drop 
for goods, notably motor vehicles after the expiry of 
special incentives to purchase in the third quarter. 
Spending on other goods and services continued to rise 
steadily, as personal disposable income posted a 
healthy 1.8% gain in the fourth quarter. 


Spending on residential construction increased by 
over 4% for the second straight quarter. All of the gain 
originated in new construction, following the sharp 
increase in housing starts in central Canada in 1986. 
Total housing starts remained at high levels, averag- 
ing 222,000 at annual rates in January and February 
compared to 213,000 units in the fourth quarter. 


The volume of business investment in plant and 
equipment rose 0.8% in the fourth quarter, after two 
quarters of decline totalling 5.8%. Spending on 
machinery and equipment continued to edge-up, while 
outlays for non-residential construction rebounded 


due to gains in energy exploration and development. 
The results of the survey of public and private invest- 
ment (PPI) in Canada revealed that firms intend to 
continue to raise spending gradually in 1987. Overall 
investment intentions rose 4.3% in current dollars, 
with gains in services and manufacturing outweigh- 
ing declines in the primary sector. 


The nominal current account deficit widened slightly 
to $2.3 billion in the fourth quarter, similar to the 
previous three quarters. All of the increase in the 
deficit originated in non-merchandise transactions. 
The merchandise trade surplus recouped the decline 
posted in the third quarter. Much of the fourth 
quarter gain in exports reflected a resumption of grain 
exports, after labour disputes in the third quarter. As 
well, prices received for exported goods rose for the 
first time in the year. The counterpart of the overall 
current account deficit was a net inflow of $4.8 billion 
in the capital account (not seasonally adjusted), led by 
continued high levels of bonds purchased by Japanese 
investors. 


Data on financial flows revealed sharp increases in 
household demand for credit continued into the fourth 
quarter, particularly mortgages. Overall demand for 
funds slowed from last year’s increase, however, as 
federal borrowing requirements declined sharply from 
$34 billion in 1985 to $18.5 billion in 1986. Business 
firms continued to issue record volumes of stocks and 
bonds and lowered short-term debt. 


The implicit price index for GDP rose 1.0% in the 
fourth quarter. For the year as a whole, the index rose 
2.8%, the smallest increase in over two decades, as 
export prices fell by 1.6%. Housing prices in central 
Canada continued to exert the most upward pressure 
on overall prices. Lower energy prices dampened the 
increase in the Consumer Price Index to 1.0% in the 
fourth quarter, while food prices decelerated. 


Aggregate output in the seven largest OECD countries 
grew in a range of 2% to 3.1% in 1986. The growth of 
final demand was faster, at a time of slower price 
inflation and lower interest rates. Much of the gain in 
final demand, however, was met by large increases in 
import volumes, ranging from 5% in Canada to over 
10% in the United States and Japan. Early in the new 
year, interest rates declined and stock market prices 
surged in most major nations. 


Output 


Real output by industry rose 0.3% in the fourth quarter, 
after a 0.4% gain in the third. While overall output 
growth was little changed, there was a redistribution of 
the sources of growth from services in the third quarter 
to goods in the fourth quarter. In particular, industrial 
production posted its first quarterly gain of the year to 
lead the 1.0% increase in output of goods, while services 
declined by 0.1%. 


Within the primary sector, mining output posted its 
first quarterly gain of the year in the fourth quarter, 
up 0.8%. The increase reflected an upturn in 
production of metal mines other than gold (+ 7.3%). 
Exports firmed for a number of metal ores in the 
quarter, such as iron, copper, and nickel ores. Prices 
on international commodity markets stabilized in the 
quarter, after persistent weakness since the turn of 
the year. The firming of final demand for mining 
products also allowed producers to reduce inventories 
by about $200 million at annual rates. The other 
major development in the primary sector was a 10% 
cut in logging and forestry operations, most of which 


GROSS DOMESTIC OUTPUT BY SECTOR 


GOODS SERVICES 


Index (1984=100) 


reflected labour disputes in the B.C. forestry industry, 
which were settled late in 1986. 


Manufacturing output rose 1.1%, its first significant 
quarterly gain since the third quarter of 1985. The 
increase was largest in industries oriented to export 
and housing demand, both of which recorded steady 
growth in expenditure in the second half of 1986. 
Within export-oriented industries, gains were 
recorded in motor vehicles (+ 8.7%), paper and allied 
(+0.5%), and primary metals (+8.1%). The gain in 
primary metals reflected sharp increases in both 
smelting and refining of metal alloys and steel output, 
where exports surged due to strikes in the U:S. steel 
industry (exports of steel jumped 50% in the quarter). 
The steady growth of residential construction, and 
related spending on furniture and appliances in 
Canada in the fourth quarter, served to boost output of 
non-metallic minerals (+ 3.3%), furniture and fixtures 
(+ 1.1%), and appliance manufacturing within electri- 
cal products (up 0.7% in total). Wood was an 
exception, as output declined for the second consecu- 
tive quarter as a result of the labour dispute in the 
B.C. forest industry. 


The fourth quarter gain in manufacturing shipments 
and output was accompanied by a large reduction of 
manufacturing inventories, down over $1.0 billion in 
volume at annual rates. The inventory liquidation 
was evident in all stages of fabrication, including raw 
materials (-$416 million), goods-in-process (-$312 
million), and finished goods (-$576 million). By 
industry, the reduction was most evident in motor 
vehicles, where stocks were lowered by almost $300 
million. Motor vehicle stocks in the United States 
stood at record low levels at the end of the third 
quarter, and were rebuilt with the help of a 13% 
increase in Canadian exports of cars to the United 
States in the fourth quarter. The wood industry also 
ran-down stocks in the quarter, as strikes in the 
forestry industry reduced supplies and as uncertainty 
increased during negotiations with the U.S. 
government over softwood lumber exports. There also 
was a large reduction of stocks in the chemical 
industry. In aggregate, the ratio of stocks to 
shipments in constant dollars was unchanged at the 
end of the fourth quarter from a year-earlier. 
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Output in the services sector edged-down by 0.1% in 
the fourth quarter, a reversal from the gains of over 
1% pasted in each of the previous two quarters. The 
downturn largely originated in retail trade and 
personal services, as consumer demand softened in the 
fourth quarter. The end of Expo’86 in Vancouver - 
which had boosted demand for services in the second 
and third quarters — was reflected in a drop in travel 
and recreation-related industries, such as food and 
accomodation services and entry to recreational 
events. Trading in financial services also slackened in 
the fourth quarter, although the pace of trading 
jumped sharply early in 1987. Output in the 
transportation industry rose 2.5% in the fourth 
quarter, to lend some support to total services. This 
increase largely originated in rail and water 
transport, reflecting increased shipments abroad of 
bulk commodities such as wheat and mineral products 
as well as the end of labour disputes at grain 
terminals. 
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Most of the regions posted notable growth in employ- 
ment and labour income in the goods sector during the 
fourth quarter, except for British Columbia where there 
were labour disputes in the forestry industry. The 
growth of employment firmed, particularly due to 
upturns in the construction and the finance and real 
estate industries following increased house-buildings 
and sales of homes earlier in the year. Employment 
also grew strongly in the trade industry, after two 
quarters of large growth in consumer demand. Fourth 
quarter employment fell, however, in the personal 
services, restaurant, and accomodation industries, 
after the closing of Expo’86. 


In the fourth quarter, personal expenditures on 
goods and services decelerated, advancing at almost 
the same slow rate (0.3%) as in the first quarter 
(0.2%). They had increased by 1.2% in the second and 
by 1.6% in the third quarter. For the year as a whole, 
total consumer spending increased by 4.0%, an 
advance approaching the average registered in the 
last three years of the current expansion. Growth in 
labour income decelerated from 7.1% to 5.7%, and 


inflation, as measured by the implicit price index for 
personal expenditures, remained moderate at 4.1%. 
The upturn of employment from 2.8% in 1985 to 2.9% 
in 1986 was attributable to British Columbia, where 
employment growth almost doubled (without, 
however, affecting the growth of labour income). 
Interest rates fell, particularly in the second and third 
quarters. 


The deceleration in personal expenditures during the 
year was mainly attributable to sales of goods, particu- 
larly new cars, as spending on services accelerated 
throughout the year. After posting average annual 
esrowth of approximately 15% during the first three 
years of the expansion, spending on new automobiles 
increased by 3.1% in 1986, with most of the increase 
concentrated in the third quarter. Sales of other 
durable (7.9%) and semi-durable goods (5.6%) 
continued to register strong growth. Sales of goods 
connected with housing in particular rose significantly 
in 1986, though the increase was dampened in the 
fourth quarter, after housing starts peaked. In the 
fourth quarter, sales of non-durable goods remained 
the same, as a decrease in food sales offset an increase 
in gasoline sales. 
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In the residential sector, capital expenditures 
advanced for a third straight quarter (+ 4.2%), rising 
to $6.6 billion. The largest increases were in work- 
put-in-place for new housing, especially single-family 
units (+ 10.7%) and row units (+ 11.6%) (Table 1). On 
a monthly basis, work-put-in-place for new housing 
advanced in October (+ 1.7%) and November (+ 0.7%), 
but fell slightly in December (-0.4%). The strong 
growth in the residential sector continued throughout 
1986, in tandem with stability in mortgage rates and 
sustained increases in weekly wages and salaries. 


The number of new housing starts in urban centres 
rose by 1.1% in the fourth quarter, reaching 170,863 
units. In 1986, starts were at the highest level since 
1978. The leading indicators suggest that in the short 
term there will be continued growth in the residential 
sector. As Table 2 shows, the leading indicators all 
continued to advance, although at a slower rate. The 
results of the survey of public and private investment 
indicates intentions to build 182,000 new units in 
1987, a slight decrease of 9% from 1986. 


The single-family housing sector played a leading role 
in residential investment growth in 1986, accounting 
for 56% of starts in urban centres as a whole. From 
December 1985 to December 1986, the number of 


TABLE 1. Residential Investment Expenditures 


single-family units rose from 89,000 to 103,000. 
During the fourth quarter of 1986, the number of 
starts varied little (+0.3%). Increases in the Prairie 
Provinces (+16.2%) and British Columbia (+ 1.0%) 
offset the decreases in the Atlantic Provinces (-12.5%), 
Ontario (-8.9%) and Quebec (-2.6%). This provincial 
breakdown for the fourth quarter does not correspond 
to that for the year, when Quebec and Ontario 
dominated the increase. Strong activity in the single- 
family housing sector coincided with large increases in 
the New House Price Index. In Ontario, especially, the 
price indexes posted exceptional increases (+ 29.1% in 
Toronto; +1929%, an iLondon jand 4+-:18.58% "im 
Hamilton). British Columbia was the only province to 
post a decrease, of 10.3% in Victoria. 


The multiple housing sector remained strong in the 
fourth quarter, with a rise of 2.1% in starts in urban 
areas. During 1986, Ontario and the Prairies had the 
largest increases — namely, 85% in the case of Ontario 
(from December 1985 to December 1986) and 60.3% in 
the Prairies. The proportion of condominiums 
remained very large in the fourth quarter: 33% of 
rows and apartments starts were for condominiums. 
In British Columbia and Ontario, the proportion of 
condominiums was higher than the national average; 
it was 77% and 44% respectively. This tendency 
prevailed in these two provinces throughout the year. 


1986 % Variation from previous quarter 
Types of expenditure 
4Q 4Q 3Q 2Q 1Q 
(millions of constant 1981 dollars) 
Housing investment 6,693 4.20 4.80 1.90 -2.80 
New housing for permanent occupation 3,244 9.16 SAL 1.02 -1.90 
Single fathily 2,349 10.75 3.16 -1.86 2.47 
Semi-detached and duplexes 105 2.94 10.87 31.43 17.65 
Row 144 11.63 14.16 -6.61 0.82 
Apartments 646 4.53 2.66 9.85 2.62 
Other 3,449 0.06 3.88 4.30 -3.43 
Improvements 2,164 0.28 0.51 0.56 0.18 
Mobile homes 748) 14.70 2.86 34.62 16 13 
Cottages 102 0.99 4.72 4.95 21.09 
Commissions to real estate agents 1,154 1.28 19.65 TAS -7.51 
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TABLE2. Leading Indicators for Housing Construction - 1986 
Monthly percentage change, filtered Quarterly level 
Canadian leading Builging Houses Confidence index 
indicator (residential permits sales 
component) (MLS) 
January -0.51 Sele 0.8 
February 3 HOESE, +0.4 -0.6 104.4 
March -0.42 +1.6 -0.1 
April +1.53 +19 +0.5 
May +1.36 +1.7 +1.1 130.2 
June +0.86 +1.5 +1.6 
July +1.00 ag ist +1.8 
August +1.61 +0.8 +2.0 120.4 
September +2.56 +0.7 +1.9 
October +2.50 +0.6 +1.8 
November eT ad Lat b23.2 
December Oni 7 
TABLE 3. Ratio of Condominiums to Housing Starts of Row and Apartments Units, Urban Areas 
Atlantic Quebec Ontario Prairie British Columbia Canada 
Ql 
Condominiums iff 958 928 - 1,169 3,192 
Housing starts 1,162 4,526 2,635 981 1,861 10,503 
Ratio % 11.8 Daz, SDN - 62.8 30.4 
Q2 
Condominiums 91 1,428 3,130 353 1,438 6,440 
Housing starts 306 8,965 6,196 939 2,015 19,083 
Ratio % 29.7 15.9 50.5 37.6 71.4 33a 
Q3 
Condominiums 181 1,843 2,636 ini Vary 6,250 
Housing starts 775 7,974 5,707 1,402 1,691 17,549 
Ratio % 23.4 Zouk 46.2 12.6 83.6 35.6 
Q4 
Condominiums 84 1,821 3,094 175 1,193 6,367 
Housing starts 319 9,077 7,024 1,304 1,543 19,327 
Ratio % DD, 20.1 44.0 13.4 17.3 32.9 
TOTAL 86 
Condominiums 493 6,050 9,788 705 5,213 22,249 
Housing starts 2,622 30,542 21,562 4,626 7,110 66,462 
Ratio % 18.8 19.8 45.4 15.2 73.3 33.5 


According to the Labour Force Survey, seasonally 
adjusted employment registered a seventh consecutive 
increase in February, to a level of 11,777,000. 
Employment rose 0.3% in both January and February, 
following a 0.6% increase in the fourth quarter. In 
February, full-time employment rose by 0.6%, while 
part-time employment declined by 1.1% after a 
slowing in the growth rate in 1986. This decrease in 
part-time employment is due in part to the drop in the 
number of involuntary! part-time workers, who had 
swelled the ranks of part-time workers in January. 
The number of voluntary? part-time workers fell by 
2.7% in February, contributing to a lesser extent to the 
decline in part-time employment. 


Employment diverged in goods and services. In 
January and February, employment declined in the 
goods industries after four consecutive increases, from 
September to December 1986. In services, employ- 
ment growth accelerated to 0.6% in January and 0.3% 
in February after increases ranging between 0.1% and 
0.2% from September to December. 


Primary industries other than agriculture posted a 
decline in employment in February 1987, following a 
gain of 2.7% in the fourth quarter of 1986. The second 
and third quarters of 1986 saw decreases of 5.4% and 
4.7% respectively, resulting in a reduction of 0.7% in 
employment for 1986. These drops reflected weakness 
in the mining sector. The volume of mining produc- 
tion dropped by 4.6% during the year. 


Following an increase of 0.6% in the volume of 
shipments in the fourth quarter of 1986, employment 
in manufacturing rose by 0.3% in February 1987. This 
increase followed slow declines since early 1986. In 
the first quarter of 1986, the increase of 1.7% took the 
average annual employment level to 2,015,000, 1.7% 
more than the level the year before. The average 
annual employment level has not yet climbed back up 
to the 1981 peak of 2,122,000 jobs. 


Employment in construction declined by 0.3% in 
February 1987, after rising by 0.9% in January. The 
first and fourth quarters of 1986 saw large increases of 
5.2% and 3.4% respectively. These increases offset 
drops in the middle of the year. In tandem with strong 
growth in housing starts (23.1% in 1986 and 24.3% in 
1985), employment advanced by 6.9% in 1986, the 
third straight year of increases. 


During the first two months of 1987, employment rose 
in the transportation, communications and other 
public utilities sector, countering some of the decrease 
in employment that occurred during the second half of 
1986. However, the annual average for employment 
in 1986 went up by 1.6% from the year before. 


In the trade sector, the February 1987 increase in 
employment nearly offset the January decline. Except 
in the third quarter of 1986, when employment varied 
little, this sector experienced solid growth during most 
of the year, with an increase of 4.0% from 1985. This 
was the third year of strong growth in this sector, in 
tandem with steady advances in retail sales. 


During the first two months of 1987, employment fell 
in the finance, insurance and real estate sector, 
following two quarters of strong increases. The drops 
were concentrated in the insurance carriers group, 
which saw declines of 7.4% and 4.9% in February and 
January 1987 respectively. The insurance carriers 
group had also seen employment decreases in the last 
two quarters of 1986. In the financial institutions 
group, employment rose during February 1987, after 
falling in January. In parallel with increased activity 
on the stock market, employment grew by 6.4% in the 
fourth quarter of 1986 and by 2.0% in the third 
quarter. On average, employment rose by 4.1% 
between 1985 and 1986. Employment in the real 
estate and insurance agencies group rose slightly at 
the beginning of 1987, following the jump of 14.5% in 
house sales (MLS) in January. Employment also rose 
by 2.9% in the fourth quarter of 1986, after sales 
posted an increase of 10.4% in the third quarter. On 
an annual basis, employment in this sector increased 
by 2.9% from 1985. 


The community, business and personal services 
industry posted gains in the level of employment at 
the beginning of the year (0.6% in February and 1.3% 
in January 1987). The growth was strongest in 
services to business management (5.6% in February 
and 1.8% in January), followed by personal, 
accomodation and food services (0.6%, 1.3%). Growth 
was weaker in health and welfare services (0.0%, 
0.5%). In tandem with the drop in travel-related 
spending, employment growth in the sector had slowed 
in the fourth quarter of 1986 to 0.5%, following 
increases of 1.3% and 1.1% in the third and second 
quarters respectively. This slowing was the result of a 
decline of 0.9% in employment in personal, 
accommodation and food services, following Expo 86. 
The annual rate of growth of employment was 3.7% in 
1986, spread fairly uniformly among the main 
categories, with 4.0%, 3.3% and 4.1% for services to 
business management, health and welfare services, 
and personal, accommodation and food services 
respectively. 


1 Persons working part-time who were unable to find full-time 


employment. 
2 Persons working part-time who did not want full-time employ- 
ment. 
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TABLE4. Employment by Detailed Industry Groups, Canada 


Monthly averages 


Quarterly averages 


Annual averages 


Feb.’87 Jan.’87 4th 86 3'd 86 1986 1985 
(in thousands of persons) 

TOTAL iN Beer eee 11,747 11,682 11,606 11,634 11,311 
Agriculture 489 479 485 476 483 487 
Other primary industries 286 294 286 AS 20% 293 
Mining 178 186 185 175 185 191 
Manufacturing 1,191 1,986 1,999 2,003 2,015 1,981 
Construction 642 644 636 615 627 587 
Transportation, communications and other 

public utilities 887 885 878 899 899 884 
Trade 2,104 2,096 2,104 2,078 2,081 2,001 
Finance, insurance and real estate 661 664 670 652 654 629 
Financial institutions Sou 325 335 315 Bid. Y/ 305 
Insurance carriers 108 Walia WHEY ts 129 WAS 
Insurance and real estate agents 222 Dal 208 202 209 203 
Community, business and personal services 3,906 3,884 3,830 3,813 3,783 3,648 
Services to business management 552 524 516 516 518 498 
Health and welfare services 1,835 1,835 1,817 1,810 Om hee 
Personal, accomodation and food services 1,021 1,015 997 1,007 996 957 
Public administration 813 821 800 789 800 802 


The unemployment rate fell to 9.6% in February 1987 
from 9.7% in January. These rates were slightly 
higher than that estimated for the last quarter of 1986 
(9.4%). The increase was mainly the result of a higher 
level of job-market entry. The number of persons 
joining the labour force for the first time grew by 20.2% 
in January, after generally declining since the first 
quarter of 1985. In addition, the number of persons 
rejoining the labour force rose by 3.0% in January, in 
tamdem with a decline of 12.1% in the number of 
discouraged workers. These changes in unemployment 
coincided with the strong participation rate increases 
for young males of 1.2 and 0.7 in January and 
February 1987. Participation among young males rose 
by 1.4 points in 1986, after rising by only 0.2 in 1985, 
0.7 in 1984 and falling by 0.1 in 1983. In February 
1987, the participation rate of young males exceeded 
for the first time the peak reached in 1981. 


In the fourth quarter, the economic indicators 
deteriorated more rapidly than in the third quarter in 
British Columbia, after the end of Expo 86, but firmed 
in all other regions. Outside of British Columbia, 
where there were also labour disputes in the forest 
industry, employment and income increased, particu- 
larly in manufacturing and the primary sector 


following a mid-year lull. However, the indicators of 
consumer demand decelerated in all regions in the 
fourth quarter, after vigorous growth earlier in 1986, 
especially in Quebec and Ontario. In 1986, retail sales 
and labour income increased hand in hand in Quebec 
and Ontario. They were mixed in British Columbia 
and the Atlantic Provinces, and lacklustre in the 
Prairie Provinces. In the Prairie Provinces, the 
weakness of commodity prices was felt more intensely 
through a larger primary sector than in the rest of 
Canada. 


In Ontario, employment grew vigorously in the 
primary sector and stabilized in manufacturing in the 
fourth quarter, while the volume of exports of raw 
materials and automobiles rose. However, growth in 
employment slowed in the service industries as a 
result of decreases in transportation, communications 
and other public utilities, as well as in community, 
business and personal services. During the same 
period, retail sales decelerated and housing starts 
remained stable following strong advances in the third 
quarter. As in the first quarter, employment 
increased significantly in construction and in finance, 
insurance and real estate, following a rise in spending 
in the preceding quarters. 


Most of the growth in employment in 1986 (3.5%) in 
Ontario occurred during the first half of the year. The 
most significant increases were in construction (9.9%) 
and in finance, insurance and real estate, following an 
increase of 31.1% in housing starts in 1985. This rise 
was the strongest advance posted among the regions. 
Employment also increased sharply in services, and 
consumer spending continued to rise quickly in 1986. 
However, manufacturing shipments decelerated 
considerably, while production of durable goods was 
flat in 1986 in Canada. With the continuing sizable 
growth of the labour force and the participation rate, 
the unemployment rate fell to 7.0%, a drop of one 
point. 


Of all the regions, Quebec had the strongest increase 
in employment in the fourth quarter, and that 
increase was distributed among all industries. 
However, employment decelerated significantly over 
the year, with its growth easing from 3.0% in 1985 to 
2.2% in 1986. This deceleration was mainly 
attributable to a decline during the first half of the 
year in employment in community, business and 
personal services. As in Ontario, the acceleration in 
housing starts was accompanied by solid advances in 
construction employment (12.3%). Employment also 
rose in manufacturing in tandem with continuing 
solid growth in production of non-durable goods. 
Nominal shipments rose by 1.9% in the second half of 
the year, while they decreased in all of the other 
regions of Canada. In particular, the textile and paper 
industries posted substantial gains. 


Several indicators of economic activity fell in British 
Columbia in the fourth quarter, following the end of 
Expo 86. Retail sales dropped by 0.5%, housing starts 
by 7.1%, nominal shipments by 1.3%, wages and 
salaries by 1.5% and employment by 0.7%. With Expo 
86, employment growth had accelerated during the 
year (3.8%), but labour income rose only slightly 
(1.9%). Most of the increase in employment 
(+ 36,000), which occurred during the first half of the 
year, was in trade and in community, business and 
personal services, where the length of the average 
work week is shorter and wage rates are lower. 
Employment fell in the goods-producing industries, 
particularly in the primary sector, while our exports of 
raw materials slid by nearly 20% in 1986. 
Employment posted little change in manufacturing 
and construction, while housing starts and retail sales 
grew at arate that fell short of the national average. 


The Atlantic Provinces and the Prairie Provinces 
saw some recovery in the indicators of economic 
activity in the fourth quarter. Labour income and 
employment in particular rose substantially, 
following a lacklustre third quarter. The weakness of 
employment in manufacturing and the primary sector 
earlier in 1986 was reversed in the fourth quarter. 
However, in the Atlantic Provinces, these industries 
experienced solid employment growth in 1986, and 
exports of fish products rose to a record level. Nominal 
shipments rose by 3.7%. The Prairies were the only 
Provinces to record a decline in manufacturing 
employment in 1986. 
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TABLE 5. Statistics by Region 


1985 1986 

Index 1st 2nd 1st 2nd 

1985 1985 1986 half half half half 4Q 

(1981 =100) 

per cent change 
Urban housing starts 
Canada 105.0 24.3 23.1 (gs 28.6 0.8 17.1 -0.9 
Atlantic 151.4 43.4 6.4 0.0 37.0 -22.2 386u7 -32.5 
Quebec 201.6 20.1 23.4 1%1 6.5 8.8 20 8.5 
Ontario 163.2 Odell 25.0 -1.5 51.3 -5.2 YASS -0.4 
Prairie 37.4 13.6 17.9 -5.2 52.0 -4.5 4.7 -1.8 
British Columbia 54.7 Oe 17.8 32.4 1.0 25.2 -12.9 oe kee | 
Nominal retail sales 
Canada 140.1 11.6 8.0 7.0 5.3 3.0 4.3 0.5 
Atlantic 147.5 10.4 6.4 7.0 3.2 3.2 3.0 2.4 
Quebec 138.7 9.6 9.2 5.9 4.3 4.7 4.3 0.4 
Ontario 148.0 12.8 9.0 8.0 5.1 3.3 5.9 Lt 
Prairie 134.2 13-2 5.5 8.9 4.7 3.0 0.3 0.2 
British Columbia 120.7 10.0 UA 6.3 5.0 2.9 3.5 -0.5 
Nominal shipments 
Canada 133.3 7.4 De, 3.0 52 0.0 -0.5 2.8 
Atlantic 103.1 4.6 3.7 3.9 3.1 4.2 -4.0 2.8 
Quebec 124.0 4.9 el 3.9 4.4 -1.0 1.9 1.9 
Ontario 151.8 8.2 2.3 2.8 6.1 -0.2 -0.9 1.8 
Prairie 126.0 UH -2.2 5.0 3.1 -1.8 -3.7 ial 
British Columbia 109.3 7.8 7.8 0.9 3.3 8.6 -4.1 13 
Wages and salaries 
Canada 137.3 Uz 5.7 3.4 3.4 2.8 2.3 1.1 
Atlantic 138.4 6.2 5.7 2.8 Sel 2.6 2.9 1.9 
Quebec 130.8 6.8 5.6 3.4 2.8 Dal, 2.9 0.6 
Ontario 144.7 8.0 US 3.5 4.3 3.6 3.5 bg 
Prairie 135.2 6.7 2.8 3.7 al 1.4 0 1.0 
British Columbia 120.4 6.2 1.9 2.6 3.2 0.4 -0.1 - 0.5 
Employment (LFS) 
Canada 103.3 2.8 2.9 1.1 1.9 1.8 0.2 0.6 
Atlantic LOL 7, 1.6 2. -0.3 2.3 1.9 -0.6 0.6 
Quebec 102.7 3.0 oA eS 2.0 0.9 0.5 ey 
Ontario 107.0 3.8 3.5 Lee 1.6 2.4 0.5 ia 
Prairie 102.1 1.6 2.0 0.1 2a Loi 0.5 0.2 
British Columbia 96.8 ae 3.8 0.1 1.7 2.9 0 - 0.7 

rate 
Unemployment rate 
Canada 144.0 10.5 9.6 10.8 nOEZ 9.7 9.5 9.4 
Atlantic 143.1 15.9 15.2 16.3 15.4 15.2 15.2 15.1 
Quebec 115.9 11.8 11.0 12.0 11.7 IR? 10.9 10.6 
Ontario 1123.3 8.0 7.0 8.3 tied el 6.9 6.8 
Prairie 209.7 9.2 8.9 9.6 8.7 8.8 9.0 9.0 
British Columbia 244.7 14.2 12.6 14.6 13.8 12.4 PAs 13.0 
Participation rate 
Canada 100.7 65.2 65.7 65.1 65.4 65.8 65.5 65.5 
Atlantic 100.9 56.9 57.3 56.7 57.1 57.6 57.1 57.1 
Quebec 100.6 62.2 62.4 61.8 62.5 62.5 62.3 62.4 
Ontario 101.3 68.0 68.5 67.9 68.0 68.6 68.3 68.4 
Prairie 101.0 69.2 69.6 68.8 69.5 69.8 69.4 69.5 
British Columbia 98.7 64.3 65.1 64.1 64.4 65.1 65.0 64.9 
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The increase in average hourly earnings eased to 
2.3% in 1986 from 2.8% in 1985. This increase was 
characterized by a gap between industries, which 
reflected the relatively more favourable development 
in 1986 of the indexes of activity in the service than in 
the goods-producing industries. The trend for wage 
increases slowed in the goods-producing industries 
(from 3.6% in 1985 to 2.2% in 1986) and strengthened 
in the service industries (from 2.4% to 2.6%). 
Employees covered by major collective agreements 
negotiated a slight deceleration in base rates, which 
was more accentuated during the second half of the 
year. The average annual increase negotiated fell 
from 3.6% in 1985 to 3.4% in 1986, and dropped to 
3.3% in the fourth quarter. Increases were smaller in 
Western Canada, where the economy is based more on 
primary sector industries. 


Hourly earnings decelerated significantly in the 
primary sector and in manufacturing in 1986. 
Negotiated wages also slowed, as 10 agreements in the 
primary sector and 13 in manufacturing involved a 
wage freeze for at least a year. Average increases 
were also lowest for negotiated wages in these 
industrial sectors in the fourth quarter, with 1.2% for 
the primary sector and 2.0% for manufacturing. 


Hourly earnings increased by only 0.7% in construc- 
tion in 1986, the weakest advance in any industry. 
The increase in negotiated wages more than doubled, 
owing to the collective agreements in Ontario, which 
involved increases of 4.2% on average. However, if one 
excludes Quebec and Ontario, where work-put-in- 
place activity was very strong, the average increase in 
negotiated settlements would be only 0.8%. 


The increases in hourly earnings decelerated slightly, 
but those in negotiated wages remained essentially 
the same in 1986 in transportation, communications 
and other public utilities industries. However, Labour 
Canada has noted that more than two-thirds of the 
workers involved were employed by only six com- 
panies —- CN Rail (4%), CP Rail (4%), Bell Canada 
(3.5%), Hydro-Québec (increases varying from 2.5% to 
3.7%) and BC Hydro (from 1% to 1.5%). Negotiated 
wages in these industries decelerated from 3.8% in the 
third quarter of 1986 to 2.2% in the fourth, while the 
increase in hourly earnings dropped from 3.6% to 
12%: 


Growth in hourly earnings increased in trade, finance, 
insurance and real estate (from 2.3% to 3.3%) but 
slowed slightly in community, business and personal 
services (from 3.2% to 2.6%). The increases in these 
two groups were higher than the average for industry 
in general, in conjunction with higher growth in 
production and employment. The trend for negotiated 
wages in these industries was the opposite of that for 
hourly earnings, with the 1986 increase smaller than 
that in 1985 in the first group and larger in the 
second. Most of the agreements negotiated in trade, 
finance, insurance and real estate involved large food 
retailers. The agreements negotiated in community, 
business and personal services were concentrated in 
the education, health and welfare sector, and many 
were in Ontario. 
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TABLE6. Effective Wage Increase in Base Rates and Hourly Earnings, by Major Industry Division 
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1986 
1985 1986 
1 2 3 4 
Yo 

Allindustries 
Base rates 3.6 3.4 3.5 3.7 Sol 3.3 
Hourly earnings 2.8 2.3 3.2 -1.5 WH 3.9 

Goods 3.6 YD Bl = 3.0 6.0 

Services 2.4 2.6 4.1 -.5 1.9 3.4 
Primary industries 
Base rates 3348) ies) 0.5 2.5 1.8 Wed 
Hourly earnings 3.2 ea 2, -.9 ee 6.5 
Manufacturing 
Base rates 4.3 3.2 4.4 3.4 4.0 2.0 
Hourly earnings 3.8 3.0 tS) 1.5 ZED 6.3 
Construction 
Base rates 1.3 3.0 2:9 4.0 2.4 | 
Hourly earnings 1D 0.7 -1.8 -1.5 7.8 330% 
Transportation, communication and other utilities 
Base rates 3.4 3.4 3.8 3.4 3.8 Died 
Hourly earnings 3.5 3.3 1.5 al 3.6 r2 
Trade — finance, insurance and real estate 
Base rates 3.1 2.6 3.0 3.9 2.4 25; 
Hourly earnings Mess 3.3 Piatt 4.9 53 3.3 
Community, business and personal service industries 
Base rates 3.3 3.6 3.6 3.4 3.5 4.0 
Hourly earnings 3.2 2.6 6.0 -4,2 1.0 6.6 
Public administration 
Base rates 4.3 3.8 2.9 3.8 Sia 4.6 
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Business Investment 


For all of 1986, the volume of business investment was 
little changed, with a sharp decline in non-residential 
construction offset by increased outlays for machinery 
and equipment. The pronounced weakness in non- 
residential construction in 1986 reflected a large 
cutback in exploration and development of oil and gas. 
Further declines in energy investment limited the 
forecast gain in the PPI in 1987 to 4.3% in current 
dollars. Steady gains are predicted in manufacturing 
investment, which is concentrated in central Canada, 
and in the services sector. 


Business investment in plant and equipment rose 
0.8% in volume in the fourth quarter, after a cumu- 
lative decline of 5.8% in the previous two quarters. 
Spending on non-residential construction rebounded 
by 1.1% in the fourth quarter, as energy investment 
rose in response to incentives offered by the Alberta 
government to invest before year-end. The 0.6% gain 
in outlays for machinery and equipment reflected 
continued growth in demand for industrial and office 
machinery, which outweighed the effect of a drop in 
motor vehicle purchases. 


Lower investment in primary industries and construc- 
tion continued to restrain the growth of total business 
investment. After declining by 24.2% (or $3.7 billion) 
in 1986, investment plans for 1987 in this sector were 
cut by a further 9.5% (or $1.1 billion). Virtually all of 
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this drop originated in the energy and agriculture 
industries. Incomes in these two industries declined 
sharply in 1986, as prices on world markets 
plummetted. In total, expenditure in the petroleum 
and gas industry fell $3.7 billion in 1986, and a further 
drop of $1.0 billion is planned for 1987. Agriculture 
cutback spending plans by $245 million in 1986 and by 
$158 million in 1987. 


The re-evaluation by firms of the investment potential 
of the energy sector was reflected in the financial data 
on industrial corporations in 1986. Firms in the 
mineral fuels industry wrote-down the value of 
investments by over $2.1 billion in the third and 
fourth quarters of 1986; petroleum refiners wrote-off 
another $460 million in the year. This accounted for 
most of the $2.5 billion extraordinary loss posted by all 
large industrial corporations in 1986. Industries 
outside of the energy sector which posted large extra- 
ordinary losses in 1985 — such as paper, chemicals, 
pipeline transport, and metal mining - recorded 
significantly lower losses in 1986. 


There was a firming trend of investment in the 
resource sector outside of energy and agriculture. In 
particular, the forestry and metal mining industries 
project gains in 1987 after weak investment spending 
in 1986. Prices for forestry and metal products posted 
gains in the second half of 1986, after weakening in 
the first half of the year. 
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TABLE7. Business Investment by Industry 


1985 1986 1987 
Actual Preliminary Intentions 


millions of dollars 


Agriculture/Fishing 3,138 2,892 DUBS 
Forestry 205 Zion 262 
Mining 10,905 (LOW 6,131 
Construction LOADIL 1,444 1,471 
Manufacturing 11,516 13,910 15,118 
Utilities 13,675 13,656 14,886 
Trade 2,468 2,466 Pa | 
Finance 5,654 6,885 7,593 
Commercial Services 6,718 OS 7,887 
TOTAL 55,480 56,394 58,813 


Investment in the manufacturing sector is projected to 
rise by 8.7% to a level of $15.1 billion, the third 
consecutive year of rapid growth. The gain continued 
to be widespread, as 15 of the 20 manufacturing 
industries forecast gains in 1987, compared to 16 last 
year. Investment in transportion equipment (largely 
automobiles) is forecast to fall slightly to $2.5 billion, 
after nearly doubling in each of 1985 and 1986. This 
deceleration was offset by a sharp pick-up in 
investment in the paper and allied (+27%) and wood 
(+27%) industries, where capacity utilization reached 
high levels in 1986. Most other manufacturing 
industries will post modest gains in 1987. 


Business investment in the services sector in 1987 will 
continue to rise by near 8%, after a similar gain in 
1986. There was a shift in the industrial distribution 
of growth, however, as the communications and trade 
industries planned increases of nearly 10% after flat 
spending in 1986. Conversely, investment growth by 
the financial and commercial service industries will be 
reduced by a half from 20% in 1986. 
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Most of the 10% growth forecast for 1987 in the 
utilities sector originated in the electric power 
industry, notably in Quebec and Manitoba. These 
provinces recently negotiated several long-term 
contracts to export electric power to the United States. 
The transportation industry forecast little change in 
spending plans, after a large cutback in 1986. 
Railway transport and pipelines were particularly 
weak, reflecting low demand for commidities shipped 
abroad in 1986 (such as metal products, grain, and 
natural gas). 


The regional distribution of business investment 
showed a continued concentration of investment gains 
in central Canada. Nearly all (96%) of the forecast 
gain in investment in 1987 originated in Ontario and 
Quebec, which together accounted for 60% of invest- 
ment in 1986. The gains in investment in central 
Canada were accompanied by cutbacks in the Atlantic 
provinces and small gains in the Prairie provinces and 
in British Columbia. 


The divergence among regions of investment plans 
largely reflects the different industrial structures of 
regional economics, rather than different regional 
trends in investment within the same industry. For 
example, manufacturing investment is projected to 
rise in all regions of Canada, while cutbacks in 
primary industries also are common to most 
provinces. With 82% of all manufacturing investment 
concentrated in Ontario and Quebec, and 70% of 
spending in primary industries in eastern and western 
Canada, the divergent trends in overall investment in 
manufacturing and primary industries had a large 
regional impact. 


Investment growth in the services sector was more 
evenly — distributed by region than investment in the 
goods sector. The major exception was the decline 
predicted for British Columbia, largely originating in 
commercial services following the end of Expo’86. 
Ontario and Quebec accounted for 83% of the gain in 
spending by the trade industry; these provinces 
accounted for most of the increase in retail sales in 
Canada in 1986. 


16 


3000: 


2000 


4000 


-1000 


-2000 


CHANGE IN BUSINESS INVESTMENT BY REGION 


ATLANTIC 


CHANGE 


85-86 


KZA, 


QUEBEC 


TABLE 8. Business Investment by Region 


Primary and construction 
Manufacturing 

Utilities 

Trade 

Financial 

Commercial services 


TOTAL 


Atlantic 


1986 


1987 


millions of dollars 


1,286 
629 
751 
186 
408 
431 


3,691 


906 
786 
836 
192 
450 
401 


3,571 


ONTARIO 
Quebec 
1986 1987 
1,110 1,015 
3,635 3,853 
2,876 3,381 
421 483 
1,216 1525 
1,822 1,843 
11,080 12,100 


CHANGE 
86-87 


CLES 


PRAIRIES 
Ontario 
1986 1987 
1,786 1,835 
7,761 7,921 
bp wowAl) 6,075 
1,021 1,178 
3,280 3,439 
3,309 3,585 
22,727 24,033 


B.C 
Prairie 
1986 1987 
5,904 5,623 
1,058 1,265 
3,048 oo 
501 539 
1120 1,320 
ea WAS: 1,280 
13,010 13,238 


British 
Columbia 

1986 1987 
960 997 
822 1,288 
1,356 L335 
327 327 
831 831 
801 758 
5,097 5,536 


Prices 


In the fourth quarter, moderate growth (+1%) in the 
Consumer Price Index continued, while the increase in 
the Industry Product Price Index was weaker (+0.6%). 
Energy prices continued to fall, offsetting an upturn in 
non-energy prices. As far as the prices of consumer 
goods were concerned, increases were recorded mainly 
in the housing, food and recreation components. The 
overall consumer price index also masked stronger 
growth in prices in Central Canada than was seen in 
the other regions. Labour costs continued to exert a 
moderating effect on overall price movements. In the 
industrial goods sector, increases were posted by raw 
materials and exported goods. 


In the fourth quarter, growth in consumer prices 
remained stable, with an increase of 1%. The year- 
over-year advance of the index was unchanged at near 
4.0% for the third straight year. It had increased by 
5.8% in 1983. There were notable changes in the 
growth of prices between energy and non-energy 
goods, and among Canada’s different provinces. 


The decline in energy prices, which continued in the 
fourth quarter, helped soften the impact on the CPI of 
the sustained growth in non-energy prices. Prices in 
the non-energy components rose by 1.2% in the last 
quarter, following increases of 1.5% and 1.8% in the 
two preceding quarters. In particular, because of the 
drop in fuel prices, there were no price increases in the 
transportation sector, despite a rise of 3.2% in 
automobile prices. Prices increased for housing, food 
and recreational goods. Nearly half of the increase in 
the price index was due to increased costs of shelter, 
which rose by 1.2%. This acceleration followed two 
years of steady quarterly growth near 0.8%. The 
increase in housing prices occurred due to a rise of 
6.4% in property taxes in October, and especially an 
increase in house prices, in Toronto, where the New 
House Price Index rose by 9.9% in the fourth quarter. 
Food prices slowed in the last quarter, with an 
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increase of 1.2%, down from the increase of 2.1% in the 
third quarter. Agriculture Canada forecasts a 3-5% 
rise in food prices in 1987, after a 5% increase in 1986. 
Prices of recreational goods accelerated, with a 
quarterly increase of 1.7%. In 1986, recreational goods 
from Japan — particularly photographic equipment, 
cameras and motorcycles — posted average price 
increases of 14%. The value of the yen appreciated by 
43.2% relative to the Canadian dollar in 1986. 


Prices did not advance uniformly in all of the 
provinces. Prices continued to increase relatively 
faster in cities in Central Canada (0.4% more on 
average in the fourth quarter and 1.1% in all of 1986). 
Housing prices accelerated sharply in Toronto 
(+ 2.2%), while price increases in Montreal were more 
widespread. In 1986, Central Canada recorded 
stronger growth in food, transportation and housing 
prices, while the other regions had higher increases 
for prices in the education and leisure sectors. 


In the fourth quarter, the Industrial Product Price 
Index continued to grow slowly (+0.6%), following 
declines of 1.5% in the second quarter and 0.3% in the 
third quarter. The steady drop in energy prices (-2.2% 
in the last quarter) softened the impact of the 
increases in paper prices (+ 4.0%) and transportation 
equipment (+1.6%). Prices for non-energy products 
rose by 1%, in line with increases in the third quarter. 
For all of 1986, non-energy prices rose 3.2%, little 
changed from 2.5% in 1985. 


Prices of raw materials were up for the second straight 
quarter (+3.3%). Energy prices went up for the first 
time since the end of 1985,rising by 8.3%. The upward 
trend continued for prices of non-energy raw 
materials, led by prices for wood (+ 3.4%), non-ferrous 
metals (+0.7%) and non-metallic minerals (+ 0.4%). 
These increases reflected higher prices in interna- 
tional commodity markets. The implicit price for 
merchandise exports rose (+0.2%), following 
decreases in the four previous quarters. 
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External Sector 


The growth of real merchandise imports continued to 
out-pace the growth of domestic production in the 
fourth quarter. Import volume rose by 1.7%, after a 
4.5% gain in the third quarter, while aggregate output 
rose only marginally. As a result, the share of total 
imports of goods and services in GDP rose to a record 
28.5% in the fourth quarter. The $6.1 billion increase 
in imports in the second half of 1986 is equal to 1.5% of 
total GDP. 


The growth of imports in the second half of 1986 was 
diffuse by commodity. Over half of the increase 
originated in end products. Imports of motor vehicle 
products, notably parts, surged ahead in the third 
quarter, as firms re-tooled plants for the new model 
year. While imports of motor vehicle products 
subsided in the fourth quarter, this was offset by a 
pick-up in import demand for machinery and 
equipment, notably for office machinery. This upturn 
coincided with the firming of business investment in 
the fourth quarter. 


Import volume of food and crude materials rose about 
8% in the fourth quarter, after slight gains in the 
third. Most of the acceleration for crude materials 
reflected higher energy imports, notably crude oil and 
coal, as the price of imports fell below that of domestic 
energy production. For all of 1986, imports of crude 
petroleum rose by 28% in volume. The increase in food 
imports was diffuse, although the overall gain was 
inflated by a 370% increase in shelled corn. The surge 
in corn imports occurred just prior to the imposition of 
Canadian tariffs on corn imported from the United 
States, which has record inventories of corn. Imports 
of fabricated materials declined by 5% in the fourth 
quarter, after an 11.6% rise in the third. Most of these 
quarterly fluctuations reflected the course of imports 
of refined petroleum and precious metals. 
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The volume of merchandise exports continued to 
strengthen, rising 4% in the fourth quarter after a 3% 
gain in the third. Exports had declined slightly in the 
first half of 1986. The acceleration of exports in the 
fourth quarter largely originated in motor vehicle 
exports to the United States and a resumption of 
wheat shipments to countries outside of the OECD 
region, following strikes in grain transport in the 
third quarter. These gains offset a sharp drop in 
exports to Japan in the yuarter and sluggish demand 
in Europe. 


Led by passenger cars, exports of motor vehicle 
products accounted for about half of the 4% gain in 
exports of end products. Demand in the United States 
rose, as car dealers had run-down stocks to record low 
levels during the third quarter and as car sales jumped 
in December, just before changes in the tax code took 
effect. The remainder of the increase in exports of end 
products largely occurred in industrial and office 
machinery. 


Shipments abroad of wheat nearly doubled in the 
fourth quarter, to account for virtually all of the 25% 
gain in food exports. There was little net impact on 
real GDP, however, as most of the increase came from 
grain which had been blocked in inventories by labour 
disputes in the third quarter. Grain in commercial 
channels declined by over $600 million in the fourth 
quarter. 


Labour disputes also explained much of the quarterly 
change in exports of fabricated materials. All of the 
1% drop originated in sharply lower exports of lumber, 
reflecting a strike in the B.C. forestry industry. By 
December, the strike has been settled, and higher ex- 
ports resumed in line with the recent gains in housing 
starts in the United States. The fourth quarter drop in 
lumber exports was partly offset by a 50% increase in 
exports of steel products. Exports of steel have nearly 
doubled since July, when a strike began at the giant 
USX steel firm in the United States. 
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Exports of crude materials rose 1.6%, after little 
change in the third quarter. The gradually improving 
trend reflected increased exports of natural gas, anda 
firming of exports of a number of metal ores (such as 
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iron, copper, nickel, and zinc). These gains 
outweighed a sharp decline in coal exports to Japan, 
which wants to re-negotiate long-term contracts with 
Canadian producers. 
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Financial Markets 


Financing of Canadian non-financial sectors on 
ordinary credit markets totalled $35.4 billion in the 
fourth quarter, an increase of 29% from the fourth 
quarter of 1985. This growth was mainly due to 
borrowings by persons, wich were strong throughout 
the year. A rise in demand for funds among non- 
financial private corporations and governments in the 
quarter contrasts with more moderate borrowing 
activity in the first three quarters of 1986. 


There was an increase of 5% in nominal terms in total 
demand for funds in 1986. This was a sharp slowdown 
from the growth of more than 25% recorded in 1984 
and 1985. The financing needs of governments 
dropped by 24% in 1986, after reaching a peak in 
1985. This decrease was offset by a rise of 43% in 
borrowing by households, which borrowed a record $30 
billion in the form of mortgages and consumer credit 
in 1986. 


Short-term interest rates stabilized somewhat in the 
fourth quarter, while bond yields dropped by more 
than 30 basis points, narrowing the gap between these 
two financing methods. Rates on short-term paper 
increased strongly in the United States (121 basis 
points), but bond yields fell slightly. This narrowed, 
on average, the gap between Canadian and American 
rates. 


In 1986, strong activity in residential construction, 
favourable interest rates and very active resale 
markets were responsible for the increase of 15% in 
mortgage loans from the amount outstanding in 1985. 
The ratio of mortgage debt to personal disposable 
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income rose from 46% at the end of 1985 to 50% at the 
end of 1986. (A peak of 53% was reached in 1979.) 
Growth in spending on durable and semi-durable 
goods was reflected in demand for consumer credit, 
which rose from 18% in relation to personal disposable 
income to 20% over the year; nevertheless, this was 
still below the levels seen in the 1970s. 


The financing needs of the government sector as a 
whole declined significantly, in line with the decrease 
in the federal government deficit to $24.8 billion (in 
current dollars, on a national accounting basis) from a 
level of $32.3 billion in 1985. Borrowing on credit 
markets (excluding Canada Pension Plan issues) 
totalled only $18.5 billion in 1986, compared with $34 
billion in 1985. Net Canada Savings Bond issues 
posted a decrease (-$4.4 billion) for the year, the first 
time this has happened since 1980. Redemptions were 
up, especially at the beginning of the year, since 
interest rates on other instruments were better. The 
provincial governments saw their deficit increase from 
$5.3 billion in 1985 to $8.2 billion in 1986; borrowing 
on credit markets doubled, reaching $13 billion, 
mainly because of the increase in issues of Treasury 
bill and short-term paper. 


Borrowing by non-financial private corporations 
contributed to an improvement in balance sheets, 
while stock accumulation and fixed investment 
weakened. The ratio of debt to shareholders’ equity 
continued to decline, to 2.34 from the peak of 2.59 
reached in 1982, falling to almost the same level as at 
the beginning of the 1970s. More favourable markets 
accounted for the increase in net new bond and share 
issues, which represented 72% of borrowed capital, an 
increase from 57% in 1985. 
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International Economies 


Aggregate output in the major industrial nations grew 
by between 2.0% and 3.1% in volume in 1986. This 
represented a sharp slowdown for Japan, and generally 
steady rates of growth in North America and Europe. 
Inflation in the OECD region eased to 2.8% during the 
year, the lowest rate since 1964. Average consumer 
prices for energy fell by 8.6% in 1986. The drop in 
energy and other commodity prices also shaved the 
current account deficit for the OECD to near zero by 
year-end; there was a sharp increase in import volume, 
however, which clipped over 1% off total output growth. 


Data compiled by the Bank of England shows that the 
drop in inflation in the first half of 1986 did lead to an 
acceleration of domestic demand in the seven largest 
OECD nations (see Table 9). The upturn was most 
pronounced in consumer spending, although most 
countries also recorded higher rates of saving in the 
initial response to lower oil prices. Investment 
slackened, despite lower interest rates and higher 
profits. A sharp drop in real net exports prevented the 
gains in domestic demand from being translated into 
higher rates of growth in output. 


TABLE 9. Components of Output Growth in 
Seven Largest OECD Nations 


Ist 
half 


1984 1985 1986 


per cent change at annual rates 


Private consumption Sad 3.0 3.6 
Private fixed investment 8.8 6.3 0.6 
Public expenditure 2.5 3.0 0.2 
Stock building! 1.0 -0.5 hil 

Domestic demand el 3.0 3.4 
Net trade -0.4 0.0 13 

GNP (or GDP) 4.7 3.0 2a 


1 Contribution to growth of GDP. 


The weakness in net real exports in the OECD 
reflected static export volume and sharply rising 
imports. Export volumes were restrained by sharply 
lower demand by OPEC and several large developing 
countries (see Table 10). Import volume rose 10.8% on 
average in the first half of 1986, with above - average 
increases in Japan and North America. Much of the 
increase in Japan and the United States reflected an 
increased volume of oil imports at sharply lower prices 
(see Bank of England Quarterly Bulletin, December 
1986 and February 1987). 


TABLE 10. Import Volume by Region 


Ist 
half 
1984 1985 1986 


per cent change at annual rates 


Seven large OECD nations 12.8 5.5 10.8 
North America 23.1 8.2 HEA 
Japan 10.7 0.4 21.0 
Europe 6.9 4.8 7.6 

Other OECD 8.0 6.0 5.5 

OPEC -8.6 15.4 19.8 

Other developing countries 7.0 5.4 Dal 

TOTAL 8.8 3.9 6.1 


The West German economy recorded a slight drop in 
real GNP in the fourth quarter, following consecutive 
quarterly gains averaging about 1%. The Economics 
Ministry said the decline originated in lower export 
demand, which was only partly offset by an expansion 
of domestic demand. Exports declined for the fourth 
consecutive quarter, which the Bundesbank attri- 
buted to a weak global economy, large cutbacks in 
imports by OPEC nations which are an important 
market for Germany, and the effect of an appeciation 
of the deutschemark during 1986. 


For all of 1986, real GNP grew by 2.4%, compared to a 
government target of 3%. The current account surplus 
rose to record level in 1986, as the merchandise trade 
balance gained to over DM 113 billion. A 2.1% drop in 
exports was more than offset by a 10.9% decrease in 
nominal imports, reflecting lower prices for imported 
crude oil and other row materials. Lower oil prices led 
to a 0.2% decline in the CPI in 1986, the lowest in the 
OECD region. The decline in import prices ended 
during the autumn, however, and the nominal trade 
surplus edged-down in the fourth quarter. 


The softening of output in West Germany continued 
into early 1987. Industrial production dipped by 3% in 
January, as all outdoor work stopped during the 
severe cold in the first two weeks of the month. 
Industrial production on average in December and 
January was unchanged from a year-ago. Unemploy- 
ment edged-up to 8.8% of the labour force in January, 
after slowly declining during 1986. The prospects for a 
pick-up in capital investment early in 1987 were 
muted by a recent weakening of new orders for capital 
goods. This suggests, according to the Bundesbank, "a 
certain cooling of the investment climate". The 
central bank ruled out further cuts in the bank rate, 
calling such action inappropriate in view of the recent 
"excessive" growth in the money supply. 
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The volume of GDP in France rose by 2% in 1986, up 
from 1.4% growth in 1985. The upturn was led by a 4% 
gain in corporate investment; the government 
forecasts an additional 5% gain in investment 
spending in 1987. The effect of lower import prices 
was seen in a rising trade balance during the year, and 
a halving of the growth of the CPI to 2.5%. 


The Minister of Finance revised-down the growth 
forecast for 1987 along with higher inflation, but 
signalled no change in policy. The official French 
forecasting institute, Insee, said that it expected 
growth in the first half of 1987 to be "not very robust". 
A number of factors were cited, including a 0.9% jump 
in the CPI in January due to renewed increases in 
sector prices and the ending of price controls on 
services. As well, extensive public sector strikes and 
unusually cold weather early in the year hampered 
transportation and trade activity. Insee forecasts a 
modest pick-up in growth in the second half of the 
year, as export demand firms and as corporate 
investment rises. This would follow almost nine 
months of sluggish growth. 


The government announced no change in economic 
policy, although it said growth in 1987 would be below 
the 2.8% forecast in the budget. It remains committed 
to a freeze on government purchases, which is 
designed to cut the budget deficit from 3% of GDP in 
1986 to 2.5% in 1987. Wage increases for government 
employees have been set at 1.7% for 1987, implying 
some reduction in real purchasing power. 


Real Gross National Product in Japan grew by 2.5% 
in 1986, compared to 4.7% in 1985. Growth totalled 
0.8% in the fourth quarter, as year-end bonuses paid to 
workers out of export earnings were lower than usual 
and consumer spending fell by 0.7%. Little change in 
the short-term is signalled by the government’s 
leading indicator in November and December, which 
slipped to an average of 46 the two months compared 
to 75 in September and October. The effect of the 
higher international value of the yen was evident 
throughout 1986. There was a one-third cut in the 
merchandise trade surplus in 1986, to a level of yen 
8,199 billion. (When converted to U.S. dollars, how- 
ever, the 30% appreciation of the yen produced a 
higher trade surplus.) Lower export earnings and 
profits were reflected in a slowdown of business 
investment growth, from 12% to 6%. 


Consumer spending grew by only 2.6% in 1986, little 
changed from growth in the previous two years. The 
slow growth of household spending was insufficient to 
boost domestic demand to offset weaker exports. At 


the G-5 summit in Paris, Japan again committed itself 
to the pursuit of monetary and fiscal policies to 
stimulate domestic demand. The government has 
announced a tax reform package, however, which will 
be broadly neutral in its effect on overall fiscal policy. 


The OECD secretariat expressed concern that the big 
gains in the terms of trade for Japan in 1986 was not 
translated into higher domestic spending. The gain in 
the terms of trade originated in an appreciation of the 
yen and a halving of world oil prices. The drop in 
import prices, however, was not fully passed-on to 
consumers "because of institutional and other 
barriers". The OECD report cited inefficiency and 
excessive regulation in the service and distribution 
sectors as keeping prices up, despite lower import 
prices. The OECD noted that "while the 
manufacturing sector in Japan is very competitive and 
innovative, the record of the non-manufacturing 
sector is rather less distinguished”. 


The Chancellor of the Exchequer brought down the 
budget for the United Kingdown on March 17. The 
budget forecast continued steady growth in GDP of 3% 
in 1987, led by exports and business investment, 
combined with little change in the rates of inflation 
and unemployment. No fundamental change in 
monetary or fiscal policy was announced. The public 
sector borrowing requirement will be cut from $6 
billion last year to $4 billion in 1987, or equivalent to 
about 1% of GDP. 


British banks reduced their base lending rates by 100 
basis points to 10% in March. The drop followed a cut 
in money market rates by the Bank of England. The 
cut in rates accompanied a 5% rise in the value of 
pound sterling early in March. Britain had agreed in 
the Paris accord of G-5 nations to maintain a stable 
exchange rate. 


The Bank of England shares the Treasury 
Department’s forecast of 3% growth in real GDP in 
1987, and inflation of under 4%. The Bank based its 
optimism on "the resumption of steady economic 
growth abroad, and a more competitive exchange 
rate". The Bank did express concern about continued 
large (gains in pay settlements averaging 5.5%) 
relative to prices (up 3.4% in 1986). The gains in real 
wages, together with a slight dip in the unemployment 
rate from 11.7% in mid-1986 to 11.3% at year-end, did 
spur retail sales. The volume of retail sales jumped 7% 
during the first 11 months of 1986, including a 2.4% 
gain in November. This gain led overall GDP to a 
0.5% gain in the fourth quarter. 


The external trade deficit for Britain declined in both 
nominal and real terms into November. Current 
dollar receipts were depressed in 1986 by lower 
revenues from oil; excluding oil, export volume was up 
8% in the past year. The upward trend (+13%) of 
import volume in the past year reflected increases in 
both the oil and non-oil components. 
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In November, the longer leading indicator for the 
United Kingdon declined for the fourth consecutive 
month. The drop reflected depressive movements in 
interest rates, share prices, and housing starts. The 
shorter-term leading indicator flattened-out, after 
recouping most of the sharp decline recorded early in 
1986. 
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SPECIAL STUDY: 
CPI REGULATED PRICES 
by K. Hannett and J Degan,! Prices Division 


Summary 


This study contains indexes and other information 
relating to CPI "Regulated" Prices. The different 
commodity indexes are sorted into either a regulated 
or a non-regulated category, and several special 
aggregates are provided, which give a variety of 
perspectives about regulated prices. Only five of the 
various categories of government actions that have an 
impact on the prices of the commodities covered by the 
CPI were selected as being "regulatory" in nature, and 
the commodities allocated to these five were grouped 
into a regulated sub-index. "Regulated" Prices thus 
essentially includes commodities whose price is 
reviewed by a government agency and commodities 
that have a portion of their price set by legislation. 


The period covered by this study is from April 1973 
(the month in which the 1967 basket was introduced 
into the CPI) to June 1986 (the most current month 
available at the time of completing the empirical 


1 This paper is a reprint of the Supplement to the July-September 
1986 issue of Consumer Prices and Price Indexes, which also 
contains more detailed appendices. 
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sections of the study). It also incorporates an 
adaptation of CPI calculation methodology that allows 
for the differentiation of prices of commodities that are 
regulated in only some provinces and for varying 
periods. The indexes contained in the study are also 
affected by the recent government initiatives to 
deregulate parts of several industries; the effect of 
these initiatives on the calculation of regulated prices 
is discussed in some detail. 


The weights applicable to each of the four CPI baskets 
that cover the more than 14 years of the study period 
show the importance of the regulated commodities 
through time. Indexes for several different aggregates, 
which were constructed using these weights, are 
contained in the tables. Filtered data derived from 
these indexes show that the cyclical movement of 
regulated prices tends to lag that of non-regulated 
prices, and that regulated energy prices play a very 
large role in the price change for regulated 
commodities as a whole. 


28 


Introduction 


There is widespread interest in the impact of 
government actions on the CPI. This study was 
undertaken to provide some information and data 
about this issue. An objective was to establish a list of 
government actions, based upon which certain 
commodity price indexes were selected as being 
"regulated". Using this selection, the findings of an 
earlier study done in Statistics Canada were updated 
and expanded. The methodologies employed to do this 
enabled the calculation of several new special 
analytical CPIs. 


Background 


In October 1982, Statistics Canada released a study? 
based on a selection of the components of the 
Consumer Price Index whose prices must be approved 
by government agencies or are largely determined by 
legislation, as well as goods provided by government- 
owned enterprises and prices that represent a tax or 
payment for a government service. In it, several 
components in this current study were identified as 
being regulated. It was noted in the original study 
that many of these components could have been 
classified into more than one category of direct 
government influence on prices. 


It was also noted in the original study that a 
"substantial proportion" of a given price had to be 
determined by government action in order for it to 
have been included in the selection. Some components 
which should have been included, given that 
definition, were omitted, however, because of data 
aggregation problems due to their being regulated 
only in some provinces and for varying periods. Rent 
and tuition fees for postsecondary education courses 
were listed as examples of such components. The 
author also would have liked to have been able to 
separate out the portion of prices determined solely by 
market forces from the portions determined by federal 
and provincial taxes. In this respect, it was noted that 
sales taxes should have been included in the study. 


Improvements of Current Study Over Previous 
Study 


The specific selection of CPI components contained in 
the original study was reviewed. As well ,the possible 


2 “The Behaviour of Regulated Prices in the Consumer Price 
Index", Current Economic Analysis, Catalogue No. 13-004, 
August 1982. This study was later updated, in July 1985 of 
13-006. 


inclusion of other commodities was examined. Of the 
CPI commodities affected by government actions, Rent 
and Postsecondary education courses were added to 
the list of regulated prices. 


This study also addresses the issue of the deregulation 
of consumer commodity prices. Using its definition of 
regulation, commodities are removed from the regu- 
lated grouping when their prices are no longer subject 
to government price-setting. Recent government 
initiatives in this regard have affected several CPI 
commodities. 


In addition, this study employs a methodology that 
permits the commodity content of aggregates to be 
changed. Some commodities, such as Rent, are only 
regulated in certain provinces and for particular time 
periods. This technique also allows for changes in the 
commodity content to be incorporated in the month in 
which they occur. 


Analysis of Filtered Data 


In the original study, the monthly percentage changes 
of the aggregates were smoothed by an auto 
regressive-moving average filter, in order to isolate 
the cyclical behaviour of the series. The same 
technique has been applied in this study, and the 
results are presented in Charts 1 and 2. This analysis 
focuses on the filtered monthly percentage changes, as 
it can be misleading to try and attribute index level 
differences to government regulations. This is because 
the study examines the behaviour of specific regulated 
price aggregates within the CPI, and is not a study of 
the effects of regulation per se on the level of the CPI. 


As in the earlier study and its updating, Chart 1 shows 
that the cyclical movement of regulated prices tends to 
lag that of non-regulated prices. The decline in the 
rate of monthly price changes in reaction to the 1974- 
1975 recession began in mid-1974 for non-regulated 
prices, but not until about a year later for regulated 
prices. The reaction in non-regulated prices to the 
1980 and 1981 recessions began with a deceleration in 
the rate of monthly price changes in mid-1980, 
whereas regulated prices dropped from their peak rate 
of increase in early 1981. Throughout the period 
covered by this study, the magnitude of the filtered 
monthly percentage changes tended to be larger for 
regulated prices, with the peak in these changes at the 
beginning of 1981 at a much higher level than the 
mid-1980 peak for non-regulated prices. 


CPI “Regulated“ Prices - Filtered Monthly Percentage Changes 
Prix ”réglementés” de l’IPC - Variations mensuelles filtrées en pourcentage 
Chart 1 
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Chart 1 also shows that the removal of regulated 
energy prices from the other regulated prices does not 
alter the cyclical movement of these prices —- compared 
to that of non-regulated prices, they continue to lag, 
although there are some differences in the timing of 
peaks and troughs. The pattern of filtered monthly 
price changes for regulated prices excluding regulated 
energy is similar to that for all regulated prices, but 
the first peak was reached earlier (in late 1974); the 
second peak, later (in late 1981); and the magnitude of 
the changes was less, except for the fluctuations since 
1983. As well, the reaction of regulated prices 
excluding regulated energy to the 1974-1975 and the 
1980 and 1981 recessions was similar to that of all 
regulated prices, except for timing differences. 


Chart 2 shows that the cyclical movement of a sub- 
index of regulated prices — those that are government 
approved or legislated - is very similar to that of 
regulated prices, with only relatively small differences 
in magnitude and timing. It also shows that 
movements in approved prices tend to lag those of 
other prices (other prices consists of the remaining 
regulated prices as well as the non-regulated prices). 
For the period under review, peaks and troughs for 
approved and for other prices are reached slightly 
earlier than those for regulated and non-regulated 
prices, respectively. As well, the magnitude of the 
filtered monthly percentage changes for approved 
prices was greater than that of regulated prices. 


Methodology and Data 


(a) Study Period and Coverage 


This study contains a variety of price indexes, at 
the Canada level, for the April 1973-June 1986 
period.’ In addition to the commodities that were 
included in the original study, this study also 
includes in its coverage, where appropriate, rent 
and tuition fees for postsecondary education 
courses. Research revealed that the regulation 
affecting the prices of both of these commodities 
varies across the country and through time; it was 
therefore necessary to decide which government 
actions could be categorized as regulatory, as 
opposed to actions that are unrelated to the 
approval of prices. 


S 


A Sorting Exercise 


A complete separation of the elements of consumer 
prices determined by market forces from those 
elements that are affected by government actions 
would require an enormous amount of information 
and data that is not now available. As well, a 
determination of appropriate methodologies for 


(c) 
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the complex calculations would be required. There 
would also have to be some way of ascertaining the 
impact of the numerous categories of government 
actions (taxes, subsidies, quotas, etc.) on each of 
the prices that are included in the CPI. It would 
also be necessary to monitor, and adjust for, the 
frequent and often detailed changes that take 
place in the various government actions. 
Currently, therefore, it is not possible to separate 
from each final consumer price the amount associ- 
ated with each government action that affected it. 


At this time it is only feasible to continue to sort 
the commodity indexes into different groups. The 
original study was based on a separation of CPI 
commodities into either the regulated or non- 
regulated group. This current study continues to 
use this separation, but the term "regulated" 
refers to a certain selection of specified govern- 
ment actions that affect consumer prices. Because 
it is not possible, however, to isolate the elements 
of a given commodity price, all of the market and 
government impacts are allocated in total to either 
the regulated or non-regulated group. 


Categorization of Government Actions and 
Allocation of Commodities 


In order to make a selection of commodities that 
can be referred to as regulated, it is first necessary 
to determine what government actions affect the 
CPI. In this regard, We have made a categoriza- 
tion of government actions that have an impact on 
the price of the commodities covered by the CPI. 
Only five of the government actions were selected 
for this study, because they were considered to be 
"regulatory" in nature. The CPI commodities4 
affected by these actions are as follows: 


(1) Government agencies that approve prices. 


Fresh or frozen chicken. 

Fresh or frozen turkey. 

Dairy products and eggs. 

Rent. 

Communications. 

Public transportation. 

Cablevision. 

Postsecondary education courses. 

Tobacco products and alcoholic beverages. 


This study thus includes the impact of the Anti-inflation Board 


measures from mid-October 1975 to April 1978 and of the "6% 
and 5%" restraint programme in 1982-1983 and 1983-1984. 

The terminology for these commodities is used for the 1982 
basket of goods and services covered by the CPI. 
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(2) Legislation of prices.5 


Fuel oil and other liquid fuel. 

Piped gas. 

Gasoline (including diesel fuel) for operation of 
automotive vehicles. 

Fuel for operation of recreation vehicles. 
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Products of government-owned enterprises 
that are not in active competition with private 
enterprises. 


Water. 
Electricity. 
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Property taxes. 
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Provincial licence and registration fees. 


Drivers’ licences for automotive vehicles. 
Registration fees for automotive vchicles. 


The above allocation of CPI commodities was 
chosen from the various actions that affect a given 
commodity, with the emphasis on price-setting 
actions. If any part of the final selling price of a 
CPI commodity was subject to approval by a 
government agency (Category (1)) or was deter- 
mined by legislation (Category (2)), it was 
considered to be regulated. Prices for the products 
of government-owned enterprises (Category (3)) 
are regulated in the sense that the prices set for 
their products are not necessarily subject to 
restrictions or to review, but they are set by a 
government enterprise. 


The commodities contained in Category (2) were 
included in the regulated aggregate in the original 
Statistics Canada study, mainly because of the 
impact of legislated agreements between the 
federal government and the producer provinces as 
to the wellhead price of domestic crude oil and 
natural gas. The legislation of prices for crude oil 
did not begin until September 1973; accordingly, 
the Fuel oil and Gasoline components of the CPI, 
for this study, have only been included in the 
regulated prices aggregates since that date. 
Legislated wellhead prices for natural gas did not 
come into effect until January 1975, but the Piped 
gas component continues to be categorized as 
regulated from April 1973, for reasons discussed in 
the "Deregulation" section of this study. Since the 
original study was released, the federal-provincial 


Legislation, for this study, refers to those federal or provincial 


acts of parliament that set some part of the price of CPI 


commodities. The term does not refer to acts that empower 


government agencies to set prices through time, but only to 
prices that are embodied in legislation. 
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agreements have been discontinued; the effect on 
the relevant CPI commodities is also discussed in 
the "Deregulation" section. 


The Public transportation component of the CPI 
was also included in the regulated aggregate 
contained in the original study, because the prices 
for these services were subject to approval by 
government agencies. There have also been some 
recent changes in this regard; as well, more are 
planned. These changes, and those for the well- 
head prices, are often referred to as the deregula- 
tion of the transportation and energy industries, 
respectively. The ramifications of these and other 
government initiatives on the grouping of CPI 
commodities into a regulated aggregate are dealt 
with in more detail further on. 


Category (4) of the government actions that are 
covered by this study consists of property taxes, 
which, unlike other taxes, are not added to 
market-determined prices. Provincial licence and 
registration fees constitute Category. (5) They are 
sums paid to government for the receipt of 
permission to perform certain functions. Like 
property taxes, their "price" consists of a payment 
only to government for the commodity, and falls 
within the definition of regulated prices used for 
this study. 


Possible Use of High Taxes as One Criterion for 
Allocation 


There is a certain appeal to the use of the existence 
of a high proportion of taxes in the final price of a 
commodity as a criterion for determining if a 
particular commodity is sufficiently affected to be 
termed "regulated". Although the final price of 
some CPI commodities does include a large pro- 
portion of federal and provincial taxes, the use of 
some proportion is not an easily applied criterion. 
On the one hand, it is difficult to determine what 
specific proportion would be used for screening 
purposes, especially considering the frequency of 
the changes to the tax shares of final prices. On 
the other hand, unless some proportion is esta- 
blished, almost all of the priced CPI commodities 
would be allocated to the regulated group, because 
they are taxed to some degree. It was decided, 
therefore, for this study, to concentrate on the 
price-setting actions of government. 


Basket Adjustments and Other Methodological 
Considerations 


In addition to the determination of the extent of 
regulation by province for rent and for tuition fees 
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for postsecondary education courses, it was also 
necessary to ascertain appropriate calculation 
methodologies that would allow for the addition or 
deletion of CPIs for specific commodities in 
particular provinces coincident with changes in 
government regulation of these commodities. In 
Alberta, for example, rents were regulated from 
January 1976 to June 1980. For this period, the 
CPlIs for urban centres in Alberta were included in 
the CPI Regulated aggregate. Prior to 1976 and 
from July 1980, the CPIs for these urban centres 
were included in the non-regulated aggregate. In 
order to do this, an adaptation of CPI calculation 
methodology was used, which allows for changes 
in the commodity content of a particular aggregate 
(i.e., differences in the basic groupings) during the 
life of a given CPI basket. The method is similar 
to that used to introduce new weights into the 
CPI,® except that the hybrid weights are 
calculated for the period when a new basket is 
introduced (four baskets were introduced from 
April 1973 to June 1986), but also each time the 
contents of the group of regulated prices change 
(14 times during the study period). Each of these 
periods is used as the new base period for the 
calculation of indexes, so that chain indexes can be 
produced.? These indexes are expressed in terms 
of April 1973=100, which was the base period of 
the original study, chosen because it was the 
month in which the 1967 basket was introduced 
into the CPI. The indexes were not extended back 
further in time because of constraints on the 
availability of data. 


The existence of the original study is a precedent 
that had an impact on other methodological 
considerations. This current study, for example, 
includes the aggregation definitions that had been 
used in the earlier one. In terms of the 1982 
basket, 12 of the CPI components that were 
defined as regulated in the updating of the 
original study are basic groupings, whereas four 
are aggregate indexes. These four (Dairy products 
and eggs, Communications, Public transportation, 
and Tobacco products and alcoholic beverages) 
include imputed series.’ The implicit assumption 
in including the imputed series was that the 
conditions that resulted in the priced series being 
categorized as regulated are also applicable to the 
imputed series. The weight of these imputed 
series, however, is very small.9 


A major methodological consideration, which has 
been a problem in the past for organizations that 
had been continuing the calculations contained in 
the original study, is the difficulties associated 
with the introduction of new weights into the CPI. 


When the 1982 basket of commodities was intro- 
duced into the CPI in January 1985, for example, 
it was necessary to use new weights, expressed in 
terms of prices of December 1984 and quantities of 
1982. It was also necessary to take account of 
classification changes that occurred with the 
introduction of the 1982 basket, and to calculate 
indexes in terms of December 1984= 100, in order 
to chain the newly weighted indexes to those based 
on the 1978 basket of commodities. If new weights 
are not introduced in this manner, any aggregate 
index calculated by an analyst will differ from one 
produced by Statistics Canada. 


Deregulation 


In the broad sense of the term, deregulation refers 
to the removal or reduction of government regula- 
tion of economic activity. These regulations cover 
a large variety of situations -— entry into markets, 
filing of rate changes, application of safety stan- 
dards, etc., as well as review or setting of prices. 
For this study, deregulation is used in a narrow 
sense, to refer to situations where the price of a 
commodity is no longer subject to review by a 
government agency, or where a commodity no 
longer has a portion of its price determined by 
legislation. 


Gasoline and fuel oil prices were deregulated, as of 
June 1985, due to the termination of the federal 
government’s role in setting, through legislation, 
crude oil prices. The three CPI series affected by 
this type of deregulation have thus been catego- 
rized as non-regulated since this date. These 
series are Fuel oil and other liquid fuel, Gasoline 
(including diesel fuel) for the operation of 
automotive vehicles, and Fuel for the operation of 
recreation vehicles. 


A deregulation agreement relating to the well- 
head prices of natural gas has also been reached 
between the Federal government and the govern- 
ments of Alberta, Saskatchewan, and British 
Columbia. This agreement, which came into 
effect on November 1, 1986 ends the setting by 


See Section 3.1 of The Consumer Price Index Reference 
Paper, Updating Based on 1982 Expenditures, Statistics 
Canada, Catalogue No. 62-553, Occasional, February 1985. 

For more information about methodology, contact. 

Imputed series are those unpublished indexes derived from the 
assignment of price changes for specific priced commodities to 
particular unpriced commodities, on the basis of the assumed 
similarity of price movement between commodities. 

At the time of the introduction of the 1982 basket into the CPI, 
for example, the weight of the imputed series contained in the 
four aggregate indexes was 2.0% of the regulated components the 
authors. 
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legislation of a portion of the price of this com- 
modity. There are still, however, public utilities 
commissions in each province that regulate the 
price of the distribution of natural gas and have 
done so since the beginning of the period covered 
by this study. With the November 1986 calcula- 
tion, therefore, the Piped gas component of the CPI 
will be allocated to the category of prices that are 
approved by government agencies, thus removing 
the last CPI component from the category of 
legislated prices, but retaining Piped gas as a 
regulated commodity. 


The CPI series that form the Public transportation 
component have also been affected by the 
deregulation of the transportation industry that 
has occurred to date or is planned for the near 
future. Air transportation has been affected by 
more flexible arrangements for fare adjustments, 
but these adjustments are still reviewed. At this 
time, therefore, the impact of deregulation of the 
transportation industry has not resulted in any 
change, for purposes of this study, in the status of 
Public transportation as a component of the regu- 
lated aggregate. 


There are other changes under proposed legisla- 
tion that will affect the railways and the inter- 
provincial trucking industry, but these relate to 
the business sector, which is not directly covered 
by the CPI. 


As well, as of August 1, 1986, regulations 
regarding the cablevision industry were changed 
to remove many of the regulations regarding the 
review of rate increases. The new regulations will 
allow cablevision companies to increase rates up to 
80% of the change in the CPI, and to pass along 
equipment costs to subscribers, without a formal 
review. In other cases, a cable operator will be 
able to recover up to 50% of new capital expenses, 
as long as the projects improve service and are 
completed within a 12-month period. Because 
increases cannot exceed 80% without a review, 
except for additional equipment costs, it is 
considered that the industry is still, in effect, 
regulated, just as rent in some provinces is, and 
therefore will continue to be included as one of the 
Regulated prices. 


Weights 
The 18 sets of weights (four for new baskets and 14 


for content changes) derived from the application 
of this methodology are available on request. The 
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weights are all expressed in terms of the prices in 
effect at the month prior to the introduction of the 
weights and in terms of the quantities of the four 
relevant baskets. The 1967 basket covers the 
period from April 1973 to September 1978; the 
1974 basket, from October 1978 to March 1982; the 
1978 basket, from April 1982 to December 1984; 
and the 1982 basket, from January 1985 to date. 
The first set of weights listed for each basket, 
therefore, are the hybrid weights that are in effect 
at the beginning of the period covered by the 
particular basket. Also available are the CPI 
components for each basket from which the 
aggregates of regulated and approved or legislated 
prices are calculated. These aggregates, which 
provide different perspectives about regulated 
prices, vary in content through time. 


The reason for the changes in the weights between 
the four baskets is due to the impact of changed 
expenditure patterns. The reason for the variation 
in weights for the 14 periods is the different rates 
of price change that have occurred between the 
periods when the commodity content of a parti- 
cular aggregate changes. Of the 14 sets of weights, 
two were necessitated by changes in the regulated 
status of crude oil wellhead prices; two, by the 
introduction of price regulation for turkey and 
chicken, respectively; and the remainder, by 
changes in rent regulations in particular 
provinces. 


Future Developments 


It is the plan of the Prices Division of Statistics 
Canada to continue to calculate these indexes, and to 
publish them occasionally. 


There are other matters related to regulated prices 
that could be studied, if demand and available 
resources warrant it. There could be, for example, a 
review of the role of marketing boards, including those 
for commodities other than dairy products and eggs. 
Other regulated series calculated on a provincially 
differentiated basis, such as automobile insurance and 
household insurance, could be included. There could 
be a study of the role of governments with regard to 
the approval or review of the prices of the fish products 
covered by the CPI. There could also be a more in- 
depth review of the appropriate treatment, with 
regard to regulation, of imputed series. 
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Data in Many Forms... 


Statistics Canada disseminates data in a variety of 
forms. In addition to publications, both standard and 
special tabulations are offered on computer print-outs, 
microfiche and microfilm, and magnetic tapes. Maps 
and other geographic reference materials are avail- 
able for some types of data. Direct access to aggregated 
information is possible through CANSIM, Statistics 
Canada’s machine-readable data base and retrieval 
system. 


How to Obtain More Information 


Inquiries about this publication and related statistics 
or services should be directed to: 


International and Financial Economics Division, 
System of National Accounts Branch, 

Statistics Canada, Ottawa, K1A 0T6 

(Telephone: 990-9162) or to the Statistics Canada 
reference centre in: 


St. John’s (772-4073) Sturgeon Falls (753-4888) 
Halifax (426-5331) Winnipeg (983-4020) 
Montreal (283-5725) Regina (780-5405) 
Ottawa (990-8116) Edmonton (420-3027) 
Toronto (973-6586) Vancouver (663-3691) — 


Toll-free access is provided in all provinces and 
territories, for users who reside outside the local 
dialing area of any of the regional references centres. 


Newfoundland and Labrador 1-800-563-4255 
Nova Scotia, New Brunswick 

and Prince Edward Island 1-800-565-7192 
Quebec 1-800-361-2831 
Ontario 1-800-268-1151 
Manitoba 1-800-282-8006 
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Yukon and Northern B.C. (area served 
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Northwest Territories (area served by 3 
NorthwesTel Inc.) Call collect 403-420-2011 
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Preface 


The purpose of the Quarterly Economic Summary 
is to provide a quarterly description of macro-economic 
conditions and thereby to extend the availability of 
information on the macro-economy provided by the 
System of National Accounts. 


The publication provides a more detailed analysis 
than is available in the monthly Current Economic 
Indicators. In particular, the sectoral analysis of the 
data provides relevant information on industrial and 
regional developments. Tables of the source data, as 
well as transformations useful for current economic 
analysis are available in the Quarterly Economic 
Summary: Statistical Supplement. 


Technical terms and concepts used in this publication 
that may be unfamiliar to some readers are briefly 
explained in the glossary. More extensive feature 
articles will appear in this publication from time to 
time explaining these technical terms and concepts in 
more detail. 


Note 


CANSIM Note 


CANSIM? (Canadian Socio-Economic Information 
Management System) is Statistics Canada’s 
computerized data bank and its supporting software. 
Most of the data appearing in this publication, as well 
as many other data series are available from CANSIM 
via terminal, on computer printouts, or in machine 
readable form. Historical and more timely data not 
included in this publication are available from 
CANSIM. 


For further information write to CANSIM Division, 
Statistics Canada, Ottawa, K1A OT6 or call (613)990- 
8200 


+ Official Trade Mark of Statistics Canada. 


Extracts from this publication may be reproduced for 
individual use without permission provided the source 
is fully acknowledged. However, reproduction of this 
publication in whole or in part for purposes of resale or 
redistribution requires written permission from the 
Publishing Services Group, Permissions Officer, 
Canadian Government Publishing Centre, Ottawa, 
Canada K1A 0S9. 
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Summary 
(based on data available as of July 24, 1987) 


Gross domestic product expanded by 1.5% in volume in 
the first quarter. The gain in GDP originated in 
higher demand in all four sectors of the economy - 
persons, government, business, and non-residents. 

Both exports and final domestic demand grew by 
1.5%. Final demand had increased in the second half 
of 1986, but most of these gains were met by higher 
imports or lower inventories. The first quarter rise in 
output was accompanied by large increases in 
employment, which continued through the second 
quarter; as well, there was a more equal distribution of 
the gains in demand and in employment than in 1986. 


Personal expenditure on goods and services resumed 
growth of 1.1%, after slowing to 0.1% in the fourth 
quarter. Demand for durable goods rose by 2.6%, 
spurred by increased car sales. Consumption of 
services increased by 1.6%, continuing its sequence of 
relatively rapid growth. Higher travel expenditure 
abroad led services. 


Residential construction rose by 4.8%, an acceleration 
from the 2.9% gain in the fourth quarter. All the 
components of housing demand - new construction, 
repairs, and sales — increased in the first quarter. 
Housing demand continued to be heavily - 
concentrated in Ontario and Quebec, where the 
growth of incomes and prices has been the strongest. 
Housing starts continued to run at a high annual rate 
of over 240,000 into June. 


Business investment in plant and equipment gained 
by 3.5% in the first quarter. Further increases are 
augured by the upward revision to business 
investment plans in 1987 to nominal growth of 11%. 
Both non-residential construction and machinery and 
equipment strengthened in the first quarter, including 
the energy component. 


Corporate profits before taxes rose by about 6% in the 
first quarter. The gain was widespread, with the 
mining and manufacturing industries recording the 
largest increases. The gain in corporate profits, on a 
National Accounts basis, was less than the 15% rise 
reported for Industrial Corporations. This is because 
the National Accounts exclude profit gains from the 


1 


appreciation of asset values rather than from 
production: the large first quarter gain in industrial 
corporation profits due to exchange rate movements 
falls into this category. 


Total inventories in the business sector rose by only 
$0.3 billion, as a large decrease in the farm sector 
outweighed an increase in non-farm business stocks. 
The drop in farm inventories originated in a 
resumption of grain exports, following labour disputes 
in grain distribution in the fourth quarter. The $1.5 
billion gain in non-farm business inventories 
originated in the trade sector, as manufacturing 
stocks were little changed in the quarter. 


Real net exports rose by $0.9 billion at annual rates in 
the first quarter, as the 1.5% gain in exports 
outstripped the 1.0% increase in imports. Export 
growth was led by increased shipments to Europe and 
Japan, which offset sluggish automotive shipments to 
the United States. 


Prices, as measured by the implicit price index for 
GDP, turned-up to 1.4% growth in the first quarter. 
However, all of the acceleration reflected a change in 
the composition of inventories; excluding this effect, 
prices rose by a more moderate 1.0%. An accentuated 
decline in import prices — partly due to the increased 
international buying power of the Canadian dollar — 
restrained the price increase for final domestic 
demand to 0.9%, despite a rebound in energy prices. 


Total labour income rose by 2.0%, the largest 
quarterly gain in over a year. Employment growth, in 
the labour force survey, accelerated to 0.8% in the first 
quarter, and then to 1.1% in the second quarter. By 
June, the unemployment rate had edged-down to 8.9%, 
the lowest since 1982. Growth in total personal 
disposable income was limited to 1.1% by a 40% drop 
in farm income. 


The total government sector budgetary deficit, on a 
National Accounts basis, eased to an annual rate of 
$25.8 billion in the first quarter, compared to $27.9 
billion for all of 1986. Lower interest payments on the 
public debt and reduced unemployment insurance 
benefits served to restrain total government 
expenditures. Total revenues rose by 1.6%, led by 
increased indirect tax revenues. 


Output 


The first quarter gain in GDP by industry was led by 
an acceleration of output in the goods sector. Housing- 
related industries led this increase, accompanied by an 
upturn in many natural resource industries. The 
automotive and agricultural sectors continued to lag. 
Widespread increases in services reflected the 
expansion of domestic and external trade, and the rapid 
growth in the financial industry in the first quarter. 


Output in the goods sector accelerated by 2.3% in the 
first quarter. The gains were the most widespread in 
over a year. Growth was led by residential 
construction, while many resource-based industries 
recorded their first significant gains in over a year. 
These increases more than offset a retrenchment in 
the motor vehicle industry - which had led growth 
earlier in the expansion — and continued weakness in 
the agricultural sector. 


Construction output rose by 2.7% in the first quarter, 
as the residential component surged by 6.0% while 
non-residential rose almost 1%. The gain in residen- 
tial structures was the fourth straight and reflected 


a 9.9% quarterly increase in housing starts. The 
increase in non-residential construction followed 
several quarters of decreasing business investment, 
and included an upturn in construction of oil and gas 
facilities. 


The large rise in construction spending had a strong 
ripple effect on related manufacturing industries. 
Over half of the 2.4% growth in total manufacturing 
output originated in the wood, non-metallic minerals, 
and furniture and appliance industries. Growth in 
manufacturing output was diffuse, however, with 17 of 
the 21 major industry groups posting increases. The 
widespread nature of these increases reflects the 
increase in demand in all the major sectors of the 
economy (including persons, business, government, 
and non-residents). 


The motor vehicle industry was one of the few 
industries to retrench in the first quarter. Output fell 
by 8%, and has declined in four of the past five 
quarters by a total of about 15%. Exports of 
automotive goods also have declined in four of the past 
five quarters; the first quarter drop brought the 
cumulative decline to 3.7%. The weakness in auto 
exports reflects sluggish demand in the United States. 


A feature of the first quarter was the widespread gain 
in output in the primary sector. Mining output rose by 
1.6% after declining in 1986. Production of metal 
mines and oil and gas rose in the first quarter, as did 
smelting and refining operations. These increases 
accompanied higher prices for a wide range of 
commodities such as gold, aluminium, copper, nickel, 
and crude oil. Business investment intentions in these 
industries also strengthened in the first six months of 
the year. Forestry output jumped by 15% in the first 
quarter, as a strong increase in exports accompanied 
the end of labour disputes in British Columbia last 
November. 


Output in the services sector resumed growth of 1.2%, 
after a 0.2% dip in the fourth quarter. The increased 
volume of foreign and domestic trade led to large gains 
in the transportation (+ 2.2%), and wholesale (+ 4.0%) 
and retail (1.4%) trade industries. The financial sector 
posted a 1.6% increase in output, reflecting increased 
house sales and transactions on financial markets. 
Most of the 0.2% increase in community, business, and 
personal services industries reflected continued rapid 
growth in business services. Output growth in 
personal and government services was comparatively 
weak in the quarter. 


Household 


For the first half of 1987, the Labour Force Survey 
estimates indicate an acceleration in employment with 
increases of 0.8% and 1.1% for the first and second 
quarters respectively, June marked the eleventh month 
of consecutive increases. The gains were almost 
entirely concentrated among full-time employment, 
with increases of 1.3% in the service sector for the first 
quarter and of 2.1% in the goods sector for the second 
quarter. After a slight increase in the first quarter, the 
unemployment rate recorded the strongest decrease in 
two years during the second quarter, and is estimated 
at 8.9% in June 1987. The participation rate increased 
at a slower rate during the second quarter, after a 
strong increase in the first quarter. 


In the goods sector, employment strongly increased 
during the second quarter 1987, due to construction, 
which accelerated by 2.1%, and to manufacturing 
industries which increased by 2.8% after four 
consecutive decreases. Employment declined in the 
primary industries during the first two quarters of 
1987, after the strong increase recorded in the fourth 
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quarter of 1986. Employment growth in the service 
sector slowed down in the second quarter (+ 0.6%) 
after they recorded all of the increase in the first 
quarter (1.1%). This strong gain was mainly 
concentrated in community business and personal 
services, as well as in the retail trade and real estates 
industries, in conjunction with the jump in the 
household expenditures on goods and housing. The 
increases in employment were connected primarily 
with full-time jobs, the number of which rose by 1.0% 
and 1.2% for the first and second quarters 1987. This 
continued the acceleration in growth that began in 
1984 while the level of part-time jobs varied little. 


Full-time employment in the goods sector continued to 
rise during the second quarter 1987 (+0.8%), a pace 
they had recorded during 1986, after the strong 
increase in the first quarter. In the goods sector, full- 
time employment recorded a strong acceleration with 
an increase of 2.1% in the second quarter, for a third 
consecutive increase. For this period, part-time 
employment decreased by 0.8% in the service sector 
while it strongly increased (+6.3%) in the goods 
sector, after three quarters of decreases. Almost 40% 
of the increase in the part of part-time workers since 
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1975 occurred during and just after the 1981-1982 
recession. In fact, during the period 1981-1983, three 
quarters of the increase in part-time jobs were 
attributed to general trends within industries either 
as long term trends or as a way to cut full-time 
employment because of the recession. 


After an increase to 9.6% in the first quarter 1987, the 
unemployment rate resumed its declining trend and 


was estimated at 8.9% in June, the lowest rate 
recorded since February 1982. These changes in 
unemployment rate coincide, on one hand, with the 
strong increase in the participation rate among youths 
in the first quarter (1.3%) with no change during the 
subsequent quarter, and on the other hand, with the 
acceleration of the participation rate among women 25 
years and over (+0.6%), followed by a slow down, 
particularly amond married women. 


TABLE 1. Change in seasonally adjusted employment by sector 


Thousands of persons! 


1987 


Ql 


All sectors 93 


Goods-producing 0 
Agriculture -5 
Other primary industries -1 


Manufacturing industries -6 
— Durable 8 
— Non-durable -3 
Construction 8 
Electric power, gas and water 4 
Services-producing 91 
Transportation, storage 1 
Communication 9 
Trade -7 
— Wholesale -32 
— Retail BS! 
Finance, insurance and real estate -6 
— Finance -3 
— Insurance -14 
— Insurance and real-real estates agents 15 
Community, business and personal services 75 
— Education and health services Ada 
— Services to business management ; 22 
— Personal services, food and accomodation 24 
Public administration 22 


Percentage? 
1986 1986 1987 

Q2 Q4 Ql Q2 
133 2.9 0.6 0.8 its | 
71 1.9 0.9 0.0 2.0 
2, 0.9 AAD) -L.l 0.5 
-2 0.7 27 0.3 0.6 
56 Led 0.2 -0.3 2.8 
37 1.9 0.6 0.8 3.8 
15 1.6 0.1 -0.4 1.5 
14 6.9 3.4 Le? He 
6 -2.1 -2.2 3.8 4.9 
49 3.3 0.7 al 0.6 
-1 1.0 -2.7 0.3 0.2 
8 4.5 -2.8 3.5 2.9 
-5 4.0 2, 0.3 0.2 
-7 Oe, Walk 5.6 1.3 
5 Bieee 1.4 1.5 0.3 
23 4.1 2.8 0.9 3.4 
4 4.1 6.0 -0.9 12 
8 6.2 -3.0 11.0 7.4 
18 2.9 2.9 7.0 8.1 
28 3.7 0.5 1.9 0.7 
5 3.3 0.3 12 0.3 
23 4.0 0.5 4.3 4.3 
-1 4.1 -0.3 2.4 0.1 
-5 0.2 1.3 2.8 0.6 


Change in employment for current period. Due to direct seasonal adjustment, total may not equal the sum of the parts. 


2 Per cent change from previous period. 
3 Unadjusted series. 


Housing starts in urban centres were very strong at 
the beginning of 1987, with an average annual 
seasonally adjusted rate of 213,000 units in the first 
quarter, a rise of 17.6% from the fourth quarter of 
1986. This is the first time such a strong level has 
been seen in a first quarter since 1978. The residential 
construction indicators confirm this strength and 
point to steady activity in this area for 1987. In effect, 
the filtered index of residential permits, which had 
been rising without interruption for 29 months, was at 
154.6 in March. In addition, there were substantial 
increases in the first quarter in the filtered Multiple 
Listing Service (MLS) sales series (Table 2). The 
preliminary data on building permits indicates that 
the feverish activity in the first quarter will continue 
in the coming months. Stability in mortgage interest 
rates, coupled with employment increases, supported 
the growth in the housing sector. 


The single-family housing sector had 54% of the 
starts in all urban centres in the first quarter, with 
116,000 units, an increase of 14.8% from the fourth 
quarter of 1986. Ontario accounted for all of this 
increase, since it was the only region which saw a rise 
in starts (+ 12.4%). The other regions had losses in the 
first quarter (Atlantic, -10.9%; Quebec, -2.1%; 
Prairies, -5.6%; British Columbia, -9.0%). The intense 
activity in starts in recent months is reflected in the 
price index for new housing, which posted a strong 
increase in the first quarter (Table 3). The largest 


price increases were in Ontario - especially Toronto, 
Hamilton and Kitchener. The Victoria metropolitan 
area was the only one to experience a decrease in the 
first quarter. 


The multi-family housing sector jumped by 21% in 
the first quarter of 1987, with an average of 97,000 
units. The activity in Ontario was particularly strong 
(+ 25.8%), followed by that in British Columbia 
(+17.2% and Quebec (+1.9%). Condominiums 
continue to dominate row-housing and apartment 
starts in British Columbia and Ontario, accounting for 
73% of them in British Columbia and 52% in Ontario. 
Decreases were recorded in the multi-family housing 
sector in the Atlantic Region (-13.7%) and the Prairies 
Region (-8.1%). These decreases were coupled with a 
high vacancy rate for apartment buildings with six or 
more units (Table 4) in these same regions, indicating 
a certain saturation in multi-family housing 
construction. 


The results of the survey of private and public 
investment, which pointed to 182,000 starts in 1987, 
has been revised upward (+13%) and the forecast is 
now for 205,000 housing units. The multi-family 
housing sector in Quebec and Ontario, which saw 
steadier activity than forecast, accounted for most of 
this revision. The Atlantic Region is the only one for 
which the revision resulted in a drop in the level of 
starts. 


TABLE 2. Multiple Listing Service (MLS) Housing Sales 


(filtered data) 


CANADA 


Newfoundland 
Prince Edward Island 
Nova Scotia 

New Brunswick 
Quebec 

Ontario 

Manitoba 
Saskatchewan 
Alberta 

British Columbia 


Percentage change from previous 


quarter 

4Q 86 1Q 87 
8.9 9.5 
-0.4 0.9 
N.A. N.A. 
-6.4 5.3 
16.3 24.1 
7.4 7.4 

8.2 7.3 

2.6 4.3 
3.4 25 
6.4 neg 
12.3 15.8 


N.A.: not available 
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TABLE 3. Change in Prices for New Housing, by Metropolitan Area 
(data not seasonally adjusted) 
a se 8 en eh ee Eee ee ee 


Percentage change from previous quarter 


1986 1987 

1Q 200" 3Q 4Q 1Q 
CANADA Soll PAG 3.1 4.6 4.8 
Calgary 4.1 0.8 0.4 0.7 OR 
Edmonton 5.1 les 0.8 0.6 1.0 
Halifax -0.1 - - 1.0 0.5 
Hamilton Bail Se 21 8.2 4.9 
Kitchener 4.1 4.7 0.1 2.4 4.7 
London nll Pia 6.5 5.6 4.4 
Montreal 2.0 1.7 eo 3.9 4.3 
Ottawa 0.7 1.1 ite 0.8 1s: 
Quebec City 1.5 1.8 2.6 2.4 Zee, 
Regina 1.1 0.8 0.6 125 0.6 
St Catharines/Niagara 4.1 3.6 3.5 ST 1.5 
Saint John/Moncton 0.1 0.8 0.6 0.4 2.0 
St. John’s 0.7 120 les 0.2 1.8 
Saskatoon 0.6 1.8 0.7 1.0 1.4 
Toronto 6.4 5.0 GP 9.9 8.9 
Vancouver -0.2 lee - 1.0 Dal 
Victoria -2.4 -0.8 BS: -4.8 -1.2 
Windsor 2 2.9 0.7 0.3 2.2 
Winnipeg 1.8 Paes 1.0 0.9 1.6 


TABLE 4. Vacancy Rates for Privately Built Apartment Buildings with Six or More Units, by Region! 


Region Rate on Rate on 
October 1, 1986 April 1, 1987 
Atlantic 3.1 4.9 
Quebec PD 2.4 
Ontario 0.4 0.5 
Prairies 3.2 4.3 
British Columbia 0.8 Zeal 
Canada 1.6 2.0 


1 These data were calculated using the relative weights of the metropolitan areas in each region. 


Major wage settlements negotiated in the first 
quarter represented an average increase of 4.0%, 
following averages of 3.3% and 3.4% in the fourth 
quarter and for 1986 as a whole. The rise in the level of 
settlements reflects both the larger proportion of 
public-sector agreements and a slightly larger average 
increase in the private and public sectors. Of the 86 
agreements reached in the first quarter, 80 were of 
provincial jurisdiction. 


Most of the 276,000 employees covered by new 
agreements in the first quarter were in community, 
business and personal services (161,500) and public 
administration (46,400), where the increases of 4.1% 
and 4.6% respectively were the largest in any of the 
sectors. The settlements reached in the other sectors 
involved faster acceleration of the base rates, but were 
few in number. However, in April and May, most of 
the employees covered by expiring agreements were in 
manufacturing — particularly in Eastern Canada’s 
forestry and paper sector. 


In terms of jurisdictions, the increase in the level of 
settlements in Quebec and British Columbia reflects 
the predominance of the public sector. Ontario 
continued to post the highest average increase - 
namely, 4.5%. This increase is similar to that of 4.4% 
posted in the fourth quarter. The level of settlements 
stabilized in the Atlantic Region and dropped in the 
Prairies Region, where the number of settlements was 
small. 


According to the Labour Force Survey, growth in 
employment was spread in a more balanced way 
among the regions of the country during the first 
five months of 1987 - in particular, during April and 
May. During the second half of 1986, all of the growth 
in employment was in Quebec (0.5%) and Ontario 
(0.5%). Of the 196,000 jobs created in 1987, 120,000 
were in Quebec and Ontario, 40,000 were in British 
Columbia, 17,000 were in the Atlantic Provinces and 
12,000 were in the Prairie Provinces. These rises were 
accompanied by marked advances in retail sales and 
housing starts, as the table below shows. 


TABLE 5. Percentage change between 1986 and April 1987 


Atlantic 
Housing Starts 25.0 
Nominal retail sales 4.3 


British 
Quebec Ontario Prairies Columbia Canada 
33.8 -10.0 100.0 23h 
4.0 2a. 5.8 3.8 


The exception was the Prairies region, where starts fell and the increase in retail sales was smaller than the national average. 


In the first quarter, employment in Ontario rose 
mainly in community, business and personal services 
(42,400), trade (17,600), and finance, insurance and 
real estate (7,800), in tandem with the acceleration in 
consumer spending and the jump in house sales. Then, 
in April and May, employment fell in trade, but 
increased in manufacturing and the primary sector. 
The continuing strong increases in April and May, 
combined with a decrease in the participation rate, 
resulted in a decline of 0.6 in the unemployment rate, 
which dropped from 6.9% in March to 6.3% in May. 
This rate compares with the low of 5.8% recorded in 
August 1981, before the 1981-1982 recession, and 
contrasts with the subsequent high of 12.3% recorded 
in November 1982. 


In Quebec, employment in the first quarter rose 
mainly in transportation, communications and other 
utilities (20,400) and in construction (17,100). Housing 
starts posted a second straight quarterly increase, and 


the survey of investment intentions points to strong 
growth in capital expenditures. The increase in 
investment intentions, the strongest in any of the 
regions in 1987 (9.2%), was particularly strong in the 
finance sector (25%), where services were recently 
deregulated. Despite the marked increase in 
employment, the number of unemployed persons went 
up most in Quebec owing to a jump of 0.7 in the 
participation rate, which rose to 63.1%. Without 
seasonal adjustment, the participation rate increased 
most for women aged 25 to 44 (by 1.1), rising to 69.2%; 
the increase for this group in Canada as a whole was 
only 0.2, taking the rate to 73.2%. The gap between 
these rates has been closing since 1983: it is 4.0 for the 
first quarter, compared to 6.1 in 1983. 


In British Columbia, employment posted a weak 
increase in the first quarter, but the intensity 
increased during April and May. Employment 
increased mainly in manufacturing (30,100), with the 


end of the labour disputes in the forest industry. Our 
exports of forest products went up, as starts in the 
United States jumped. Employment also increased in 
trade, services, and transportation, communications 
and other utilities. The 1987 explosion in starts and 
retail sales contrasts with the slowdown observed in 
the second half of 1986. The unemployment rate, 
which rose steadily during 1986, has dropped by 1.4 
since December, falling to 12% in May. 


As in British Columbia, employment growth in the 
Atlantic Provinces picked up in April and May. In 
1987, the largest increases were noted in construction 
and in transportation, communications and other 


Participation Rate Among Women 


% 


Married women 


1986 


utilities. Following a lacklustre first quarter in terms 
of spending, there was a jump in starts and retail sales 
in April. 


Employment increased slightly in the Prairies during 
the first quarter; decreases in trade and in 
transportation, communications and other utilities 
were offset by increases in other sectors - agriculture 
and public administration, among others. Household 
spending was weak during 1987. Employment fell 
slightly in manufacturing and primary industries 
other than agriculture, at the same time that exports 
of basic products stagnated. Shipments of petroleum 
products declined by 4.0% during 1987, while gas and 
crude oil exploration dropped by 40%. 
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TABLE6. Statistics by Region 


1986 1987 
1985 1986 
Ist 2nd 
half half 4Q 1Q 2Q(to date) 
per cent change 
Urban housing starts! 
Canada 24.0 Ma) 4.2 WRT Lat 17.6 eit 
Atlantic 44.7 4.5 -21.9 30.0 “33.0 -42.3 100.0 
Quebec 20.6 22.3 Ibe, 16.7 Hes 11.9 -3.0 
Ontario 30.3 28.5 =215 MIA DA 2.6 24.0 1.0 
Prairies ery 18.8 0 -0.9 -1.8 302 -10.0 
British Columbia 17.0 17.0 29.3 eT feds HES 43.1 Seo 
Nominal retail sales! 
Canada 11.6 8.2 3.4 4.0 0.6 2.0 Haat 
Atlantic 10.4 6.7 SoZ Be Dai a 4.3 
Quebec 9.6 8.8 4.4 4.5 0 3.5 3.8 
Ontario aT 9.1 3.8 Sal 1.4 2.3 Qui, 
Prairies 13.1 6.0 3.0 0.1 0.2 1.0 ner 
British Columbia 9.9 9.0 4.3 3.4 1.0 3.5 2aD 
Canada shipments! 
Canada UL Dez 0 -0.6 1.8 1.4 -0.7 
Atlantic 4.6 4.6 4.3 -2.9 -3.3 0.3 Me, 
Quebec 4.6 73 -0.9 2.0 esl 0.7 -0.2 
Ontario 8.4 2.1 0 -1.4 1.6 1.4 -0.8 
Prairies Heal -1.7 -2.0 -2.9 -0.3 1.4 0.4 
British Columbia 8.4 7.8 Catt -3.6 -0.9 10.0 Ball 
Wages and salaries 
Canada 7.9 6.4 Bie} 2.3 162 2.0 
Atlantic U4 6.1 3.0 3.1 2.9 ell 
Quebec 7.4 6.2 a8) 2.6 0.9 1.8 
Ontario 8.8 Bei 4.0 3.6 1G 2.0 
Prairies 7.1 3.4 1.8 0.3 1.3 0.9 
British Columbia 6.6 Deli 1.1 0.1 0 4.4 
Employment (LFS)? 
Canada Des 2.9 1.8 0.2 0.6 0.8 1.1 
Atlantic 1.6 Del 1.9 -0.6 0.6 0.3 15 
Quebec 3.0 pee, 0.9 0.5 he? el ies: 
Ontario 3.8 Seo 2.4 0.5 ist 1.0 0.7 
Prairies 1.6 2.0 hi -0.5 0.2 0.2 0.3 
British Columbia 222 3.8 2.9 0 -0.7 0.3 2.8 
rate 
Unemployment rate? 
Canada 10.5 9.6 9.7 9.5 9.4 9.6 9.1 
Atlantic 15.9 15-2 he WS 94 bess Sez 14.9 
Quebec 11.8 11.0 ie; 10.9 10.6 10.8 10.4 
Ontario 8.0 7.0 ell 6.9 6.8 6.8 6.3 
Prairies 922; 8.9 8.8 9.0 9.0 9.1 8.6 
British Columbia 14.2 12.6 12.4 IDA 13.0 Poe 12.1 
Participation rate3 
Canada 65.2 65.7 65.8 65.5 65.5 66.0 66.2 
Atlantic 56.9 57.4 57.6 Bikeik Silk 57.3 Silat 
Quebec 62.2 62.4 62.5 62.3 62.4 63.1 63.5 
Ontario 68.0 68.5 68.6 68.3 68.4 68.8 68.6 
Prairies 69.2 69.6 69.8 69.4 69.5 69.7 69.4 
British Columbia 64.3 65.1 65.1 65.0 64.9 65.3 65.9 


Per cent change between first quarter level and April for retail sales, shipments and housing starts. 
Per cent change between second and first quarters for employment. 


i 
2 
3 Quarterly average. 
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Business Investment 


Business investment in plant and equipment continued 
to recover in the first quarter, following large drops in 
mid-1986. The volume of investment was little 
changed from the level of a year-ago. The first quarter 
gain was diffuse by industry and by type of investment. 
Further gains in investment are augured by the 
widespread upward revision between the January and 
mid-year survey of business investment intentions. 


The volume of business investment in plant and 
equipment rose by 3.5% in the first quarter, following 
a marginal gain of 0.8% in the fourth quarter. 
Increases occurred in both non-residential 
construction (+1.1%) and machinery and equipment 
(+5.1%), the first time these two components have 
risen in unison in the past year. In particular, the 
gain in non-residential construction followed three 
consecutive quarterly declines, as both the 
engineering and building components strengthened. 
Exploration and development of oil and gas increased 
in the first quarter, despite the expiry of incentives to 
invest provided by the Alberta government at the end 


of 1986. Energy spending had been slashed by over 
50% in 1986, when oil prices declined sharply. The 
firming of investment by the oil and gas industry in 
the first quarter is consistent with the upward 
revision to planned investment for all of 1987, and 
with gradually increasing employment in Alberta 
early in 1987. 


The large first quarter increase in outlays for 
machinery and equipment was the eleventh 
consecutive quarterly gain, and raised the level by 
12% in the past year. Strong demand for a wide range 
of imported machinery and equipment led the 
increase, as there was only modest growth in domestic 
shipments and motor vehicle sales. 


The first quarter gain in business spending on plant 
and equipment placed nominal outlays 3% above the 
average level for 1986. This increase is consistent 
with the upward revision to business investment 
intentions in the mid-year survey of Public and 
Private Investment (PPI). This survey reveals that 
business firms plan to raise nominal investment by 
almost 12% in 1987, compared to a forecast gain of 5% 
at the start of the year. 


TABLE7. Revision to Business Investment Intentions for 1987, by industry 


(Millions of dollars) 


1987 
1987 1987 1986 

Original Revised in per cent 
Agriculture and fishing 2,734 2,129 -5.6 
Forestry 261 243 15.2 
Mining 6,131 6,820 -4.8 
Manufacturing sy Ia Lif 15,937 14.6 
Construction Le Gl 1,559 8.0 
Utilities 14,886 15,501 13.6 
Trade 2,730 2,933 18.9 
Finance 7,592 8,675 26.0 
Services 7,887 8,554 10.2 
TOTAL 58,813 62,965 ph kz, 


The $4.2 billion upward revision to planned 
investment originated in virtually ever sector of the 
economy (see table 7). The largest revisions occurred 
in financial industries, reflecting increased spending 
by real estate developers. The financial industry has 
recorded strong growth to date in 1987, particularly 
trading in financial markets and real estate 
transactions. 


The manufacturing industry posted an $800 million 
upward revision in investment plans, to a level almost 
15% above the estimated level for 1986. The 
transportation equipment industry accounted for 
nearly half of the upward revision; other large 
increases occurred in the wood and paper industries — 
following rapid growth in output in the first quarter — 
and in the food and beverage industry. 


Investment plans in the mining industry improved 
significantly in the past six months. About $400 
milion of the total upward revision of $700 million 
originated in the oil and gas sector; there also were 
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sizeable gains in the metal and non-metal mining 
industries. The upward revision to 1987 investment 
intentions in the oil and gas industry still left planned 
investment about 10% below the 1986 level. The gain 
in metal mines (+ $200 million) largely originated in 
gold mines (+$170 million) as gold prices 
strengthened, while potash mines accounted for most 
of the improvement in non-metal mines. 


The $400 million upward revision to spending on 
exploration and development of oil and gas led the 
$672 million gain in overall energy investment plans. 
There also was a substantial strengthening of 
investment plans in the pipeline (+ $120 million) and 
in the electric power (+$113 million) industries. 
Overall investment in the energy sector is now 
projected to rise by 2.9% in 1987, compared to a 2% 
drop in the original survey. The strengthening in 
energy investment accompanied a sharp percentage 
gain in petroleum prices and profitability in the first 
quarter, although their levels remain substantially 
below those recorded before 1986. 
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External Sector 


The nominal trade surplus for goods and services rose 
by $1.5 billion in the first quarter to a level of $6.3 
billion. This level is comparable to the $6.1 billion 
surplus posted for all of 1986. Export growth was led 
by higher shipments of lumber and wheat. The terms 
of trade improved marginally in Canada’s favour, as 
import prices declined more rapidly than export prices. 


The volume of both merchandise exports and imports 
rose slowly in the first quarter, following more rapid 
gains in the second half of 1986. Exports to Europe 
and Japan continued to accelerate, boosted by the 
resumption of grain and lumber shipments. Exports 
to the United States were limited by a sluggish 
automotive market. Import demand was encouraged 
by a widespread drop in prices; relative to real GDP, 
the share of imports edged-down to 25.4% from the 
record 25.7% in the fourth quarter of 1986. 


Nominal exports of goods rose by 0.5%; after allowing 
for a 1.0%) drop in prices, this represents a 1.5% 
increase in volume. The gain in exports was led by 
increased shipments to Europe (+8%) and Japan 
(+ 12%), which offset a 0.7% dip in exports to the 
United States and non - OECD nations. 


The strengthening of exports to Europe and Japan 
accompanied strong first quarter growth in real GDP 
in countries such as the United Kingdom (+ 1.7%) and 
Japan (+ 1.2%). The gain in exports also extended the 
trend of rising exports to Europe and Japan over the 
past year. The gains in Canadian exports range from 
41% for the United Kingdom to 28% for other EEC 
countries and to 8.5% for Japan. These increases have 


accompanied a slowdown in GDP growth in most of 
these countries and large drops in the Canadian 
exchange rate. Between the second quarter of 1985 
and the first quarter of 1987, the Canadian dollar fell 
by 50% or more against the Japanese yen, the 
Germany mark, and the French franc, and by 20% 
compared to the British pound. Shipments of natural 
resource products such as wheat and lumber to Europe 
and Japan also benefitted in the first quarter from the 
settlement of labour disputes in these sectors in 
Canada. 


The 0.7% dip in exports to the United States followed a 
1.5% gain in the fourth quarter. Most of the softening 
in the first quarter reflected sluggish demand for 
automotive products (-1.0%). Car sales in the United 
States fell by 18% in the first quarter, while 
inventories ballooned from 1.3 million units to 1.7 
million. The stock to sales ratio stood at 2.8 in March, 
the highest level since mid-1986. 


Merchandise imports fell by 0.6% in current dollars; 
with prices down 1.6%, the volume of imports rose by 
1.0%. The drop in import prices in the first quarter 
was the largest of the four consecutive quarterly 
declines. An increase of nearly 3% in the trade - 
weighted valve of the Canadian dollar since the third 
quarter of 1986 was evident in widespread price 
declines for imported end products. Prices of imported 
machinery and equipment also were pushed - down by 
further cuts in the manufacturer’s price of computer 
equipment. Import demand for energy products rose 
by 15%, as prices for crude petroleum recovered. Most 
other categories of import demand subsided or were 
little changed in the first quarter, following large 
gains in the second half of 1986. An exception was 
consumer goods, which posted a 2.7% increase. 


Technical Note: Canada’s Trade in 
Business Services in 1985 


In 1985, the growth in business service receipts 
slightly outpaced that of payments, continuing the 
trend which has prevailed since 1977. Receipts in 1985 
increased by 15% to $5.2 billion compared to a 13% 
rise in payments to $7.6 billion. The deficit, despite the 
stronger growth in receipts, increased by $188 million 
to $2.4 billion. 


Receipts of consulting and professional services, at 
$987 million, accounted for almost a fifth of total 
business service receipts, and the surplus on this 
account increased slightly to $734 million. (Note: 
Payments for consulting services include some 
expenses related to consulting activities abroad, such 
as rental of office space). 


Of all business service items, research and 
development receipts increased at the strongest rate 
(37%) to reach $411 million in 1985, almost a fourfold 
increase from 1981. Over three-fifths of the increase 
arose from transactions of Canadian controlled 
companies with foreign affiliated companies, mainly 
in the United States. Payments also increased 
strongly (25%) to $659 million with more than four- 
fifths attributable to Canadian subsidiaries of United 
States companies. As a result, the deficit increased 
slightly to $248 million. 


Both insurance receipts and payments increased 
significantly to $695 million and $973 million, 
respectively. This reflects a rise in the value of 
transactions by many companies as well as 
improvements in survey coverage. The increase in 
insurance receipts further reflects the settlement of 
certain large claims in the petroleum sector. The 
deficit on insurance, $278 million, was moderately 
larger than in 1984. 


Payments for management and administrative 
services rose marginally in 1985 to $895 million. 
Receipts, mainly in the manufacturing sector, 
increased to a level of $164 million. The deficit on this 
account, $731 million, was chiefly attributable to 
payments by Canadian subsidiaries to parent 
companies abroad. 


2A special review of Canada’s international trade in business 
services was published in "Canada’s International Trade in 
Services, 1969-1984", Catalogue 67-510, Occasional. For 1985, 
similar detailed information is available on request. 
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Royalties, patents and trademarks payments 
increased slightly to just over a billion dollars. As 
receipts remained comparatively small (in spite of a 
steep increase in 1985), the deficit was little changed 
at $969 million. Most royalty payments were made by 
subsidiaries of United States companies. 


Over 70% of the total deficit recorded on business 
services was due to payments of management and 
administration services as well as those on royalties, 
patents and trademarks; tiiis ratio was down from the 
76% recorded in 1984. 


Business service receipts from the United States grew 
rapidly by 18% to $2.9 billion, the fastest growth in 
receipts since 1981. Payments increased by 10% to 
$5.4 billion. Research and development and insurance 
were major sources of growth for both receipts and 
payments. The deficit on with the United States 
increased slightly to $2.4 billion. This contrasted with 
a sharp increase in 1984. 


Payments to the European Economic Community 
increased by two-fifths to $1.4 billion due mainly to 
increases in insurance and other financial 
transactions. The deficit with this group of countries 
increased by $228 million to $623 million. 
Transactions with all other countries showed no 
significant changes. 


Two-thirds of business service payments in 1985 were 
accounted for by firms controlled outside Canada, 
almost unchanged from a year earlier. Over four-fifths 
of these transactions took place with affiliated 
companies abroad. A large part of business service 
receipts (58%) continued to be generated by Canadian 
controlled companies dealing with non-affiliates. 


The service industry accounted for over three-quarters 
of receipts and over half of payments. The bulk of 
receipts in the service industry was carried out with 
non-affiliates, largely linked to consulting and other 
professional services. Payments by the manufacturing 
sector represented almost two-fifths of total service 
payments with 92% being directed to affiliated 
companies. 
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Preface 


The purpose of the Quarterly Economic Summary 
is to provide a quarterly description of macro-economic 
conditions and thereby to extend the availability of 
information on the macro-economy provided by the 
System of National Accounts. 


The publication provides a more detailed analysis 
than is available in the monthly Current Economic 
Indicators. In particular, the sectoral analysis of the 
data provides relevant information on industrial and 
regional developments. Tables of the source data, as 
well as transformations useful for current economic 
analysis are available in the Quarterly Economic 
Summary: Statistical Supplement. 


Technical terms and concepts used in this publication 
that may be unfamiliar to some readers are briefly 
explained in the glossary. More extensive feature 
articles will appear in this publication from time to 
time explaining these technical terms and concepts in 
more detail. 


We are currently working towards an amalgamation 
of this publication with the Canadian Statistical 
Review early in the new year. More information will 
be soon sent to subscribers. 
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CANSIM Note 


CANSIM? (Canadian Socio-Economic Information 
Management System) is Statistics Canada’s 
computerized data bank and its supporting software. 
Most of the data appearing in this publication, as well 
as many other data series are available from CANSIM 
via terminal, on computer printouts, or in machine 
readable form. Historical and more timely data not 
included in this publication are available from 
CANSIM. 


For further information write to CANSIM Division, 
Statistics Canada, Ottawa, K1A OT6 or call (613)990- 
8200 
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Summary 
(based on the data available as of September 4, 1987 


Real GDP expanded by 1.5%, the same growth as the 
first quarter. Virtually all of the second quarter 
growth originated in higher domestic demand, which 
grew by 1.7%, its largest quarterly gain since 1985. 
Solid growth in consumer and business spending were 
supported by large gains in labour income and 
corporate profits. Personal expenditure on goods and 
services accelerated to a 1.7% growth, while housing 
demand continued to rise at a rapid rate. Business 
investment in plant and equipment posted its second 
consecutive quarter of sizeable growth. 


The 1.7% gain in overall consumer spending was the 
largest volume increase since the third quarter of 
1985. Growth was widespread amongst consumer 
goods. Purchases of durables rose by 5.1%, as prices 
declined by 0.3% largely due to rebates for new car 
purchases. Non-automotive expenditures also rose 
strongly, as furniture and appliance sales were 
boosted by the strong housing demand. Outlays for 
semi- and non-durable goods rose by 1.7% and 1.3% 
respectively, following small declines in the previous 
quarter. Spending on services eased to a 0.8% 
increase, following increases of over 1% in the 
previous two quarters. 


Residential construction rose by 4.7% in volume in the 
second quarter, essentially the same growth as in the 
first quarter. The sources of growth changed, 
however, as new home construction accelerated while 
the sales of existing houses declined. The slackening 
in the number of real estate transactions was 
particularly notable in the Toronto market. 


The volume of business investment in plant and 
equipment increased by 2.9%, almost the same rate of 
growth as in the first quarter. The 3.3% growth in 
machinery and equipment continued to be slightly 
faster than the recovery of non-residential 
construction. The increase in expenditure on 
machinery and equipment was widespread with 
particularly strong demand for motor vehicles. 
Outlays for non-residential construction were boosted 
by a sharp gain in engineering construction. 


Real export demand declined by 1.9%, to reverse a 
gain of similar magnitude in the first quarter. The 
slack in exports largely originated in automotive 
shipments and in agricultural products. Imports fell 
by 1.3%, reflecting lower demand for motor vehicle 


parts and for crude petroleum. Both export and import 
prices were little changed in the quarter, after large 
drops in the first quarter. 


The easing in the rate of increase in the overall 
Implicit Price Index for GDP from 1.4% in the first 
quarter to 0.9% in the second was mostly due to a 
change in the composition of inventories. Excluding 
inventories, the price increase was 1.0%, the same as 
the first quarter rate. Price declines for durable goods 
and slower price increases for housing helped to limit 
the price increase. 


Total labour income rose by 2.1%, after a similar gain 
in the first quarter, due to higher employment. Total 
personal income rose by 2.8%, as the gain in labour 
income was accompanied by an irregularly large 
increase in net farm income. The increase in farm 
income reflects subsidy payments made under the 
Western Grain Stabilization Program and the Special 
Canadian Grains Program. Personal disposable 
income grew more slowly than personal income as 
personal taxes rose sharply. 


Total revenues of the government sector increased 
5.7% in the quarter, as revenues of all types rose in 
response to the large gains in incomes and in 
spending. Total expenditure rose by 3.0%; about half 
of the increase was due to farm subsidies payments. 

With revenues increasing almost twice as fast as 
expenditures, the deficit of the government sector, ona 
national accounts basis and seasonally adjusted at 
annual rates, narrowed to $21.6 billion in the quarter. 


The pace of output growth accelerated in Europe in the 
second quarter. Aggregate output rose by 1.4% in 
Italy, by 1.0% in West Germany and the United 
Kingdom, and by 0.8% in France. These gains 
contrasted with the flattening-out of GNP in Japan, 
following a 1.2% gain in the first quarter. Lower 
exports and higher imports accounted for the 
sluggishness in Japanese output, despite moves by the 
government to cut taxes and raise public works. 


Real GNP in the United States rose by 0.6% in the 
second quarter, after a 1.0% gain in the first. A 
rebound in sales of durable goods, and a further 
improvement in real net exports, led the increase. The 
federal budgetary deficit narrowed to $140 billion at 
annual rates. 


Output 


The second quarter increase in real GDP by industry 
was about evenly-distributed between goods and 
services. Production of goods was led by continued 
rapid increases for manufacturing and construction, 
while the mining industry continued to recovery 
steadily from declines in 1986. The increase in goods 
occurred despite further cutbacks in the auto industry. 
Output of services was bolstered by large gains in 
wholesale and retail trade, as domestic demand surged 
in the second quarter. 


The construction industry posted a 3.4% increase in 
output in the second quarter, following a similar gain 
in the first. The consecutive quarterly gains in 
construction were the largest in the current 
expansion, which began in 1983. Residential building 
construction continued to rise rapidly (+9.5%), while 
outlays for non-residential construction firmed after 
weakening in 1986. 


Mining output rose by 0.9% in the second quarter. 
This marked the third consecutive quarterly gain, 
after increases of 0.7% and 0.2% in the previous two 
quarters. This gradual recovery followed a 2.3% drop 
in mining production in 1986. The recovery originated 
in both metal mines and mineral fuels, as prices and 
profitability for mineral products improved in the first 
half of 1987. 


Manufacturing production rose by 1.2% in the second 
quarter, after a 2.3% increase in the first. These were 
the largest quarterly increases since mid-1985. 
Output of durable goods led the second quarter 
increase, up 1.7% compared to 0.6% for non-durable 
goods. The increase in durable goods was most evident 
in industries related to business investment, such as 
electrical products (+ 11.0%) and metal fabricating 
(+2.5%). Slack export demand for manufactured 
goods led to a decline in output in industries such as 
motor vehicles (-9.3%) and wood (-1.3%). In particular, 
motor vehicle production in Canada has now declined 
in six of the last seven quarters, with a cumulative 
drop of 31.6% since the third quarter of 1985. The 
slack in auto output also was evident in feeder 
industries such as rubber (-5.1%) and iron and steel 
(-1.3%) in the second quarter. 


A small increase in the volume of manufacturing 
inventories accompanied the second quarter increase 
in manufacturing production. Total stocks rose by 
$180 million, following a $330 million drop in the first 
quarter. As a result, the constant dollar ratio of 
inventories to shipments moved from 1.86 in the 
fourth quarter of 1986 to a record low of 1.81 in the 
first quarter and 1.82 in the second. Most of the second 
quarter increase in stocks originated in goods-in- 
process (+$104 million), reflecting the increased pace 
of production. Stocks of finished goods were little 
changed in the second quarter. 
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Household 


Spending on consumer goods and housing continued to 
strengthen in the second quarter, while employment 
registered vigourous growth throughout the year. 
Nominal labour income grew in tandem, although 
wage trends continued to be moderate. Quebec, Ontario 
and British Columbia largely benefitted from this 
growth in demand in 1987, while a softening continued 
in the Prairie provinces. Employment acccelerated in 
July and August in the Atlantic provinces after a 7.9% 
increase in shipments in the second quarter. 


The 1.7% gain in overall consumer spending in the 
second quarter was the largest volume increase since 
the third quarter of 1985. Growth was widespread 
amongst consumer goods. Purchases of durables rose 
by 5.1%, as prices declined by 0.3% largely due to 
rebates for new car purchases. Non-automotive 
expenditures also rose strongly, as furniture and 
appliance sales were boosted by the strong housing 
demand. Outlays for semi- and non-durable goods rose 
by 1.7% and 1.3% respectively, following small 
declines in the previous quarter. Spending on services 
eased to a 0.8% increase, following increases of over 
1% in the previous two quarters. Personal disponable 
income grew more slowly than personal income as 
personal taxes rose sharply. The personal savings rate 
continued to decline, falling from 9.7% in the first 
quarter to 8.8% in the second. 


In the housing sector, capital expenditures continued 
to increase in the second quarter (+ 4.7%), rising to 
$7.4 billion (see Table 1). This advance in the housing 
sector was the result of an increase in work-put-in- 
place for new units (+ 7.7%), particularly apartments 
(+20.2%), and an increase in spending on 
improvements (+ 6.8%). The only component which 
posted a decrease in the second quarter was the value 
of real-estate commissions (-9.1%). On a monthly 
basis, work-put-in-place for new housing units rose by 
2% in April, 3.7% in May and 2.7% in June. 


All of the leading indicators of residential construction 
continued to climb, confirming the strength of this 
sector. For starts in urban areas, activity was even 
more intense in the second quarter than in the first, 
with an average of 223,000 units (seasonally adjusted 
at annual rates). The level had not been this high 
since 1978. Starts went from 217,000 units in April to 
227,000 in May and 223,000 in June. All regions had 
increases in the second quarter, with the exception of 
the Prairies (-10.0%). The smoothed index of building 
permits, which has been moving upward for more than 
two years, reached a level of 155.0 in May, while house 
resales (smoothed series) continued to advance in the 
second quarter, although more moderately. 


The multi-family housing sector was a determining 
factor in the growth of starts, with an increase of 8.2% 
in the second quarter, for an average of 105,000 units. 
All of the regions except the Prairies had very large 
increases. Quebec increased its relative share in the 
second quarter, surpassing Ontario in the number of 
multi-family housing starts. The proportion of 
condominiums remained relatively high in the second 
quarter, accounting for 32.5% of row-house and 
apartment starts. However, there was a shift away 
from the co-ownership market toward the rental 
market, since the proportion of condominiums dropped 
in the second quarter. The single-family housing 
sector posted only a slight increase in the second 
quarter (+0.8%), with an average of 118,000 units, or 
53% of the overall figure for urban areas. All regions 
of the country experienced increases in the second 
quarter, and preliminary data point to sustained 
activity in the coming months. 


TABLE 1. Residential Investment Expenditures 


% Variation from previous 


quarter 
Types of Level 
expenditure 1987 1987 1986 
LAOS pte ee Le AP ie eS 


Q2 Ql Q4 Q3Q2 


(million of constant 1981 dollars) 


Housing investment 7,470 4.78 459 2.98 3.25 1.28 


New housing for 


permanent 
occupation 3,071 Ut 5.84 5.98 1.20 0.69 
Single-family Deane 3.65 6.76 6.48 -0.99 -1.94 


Semi-detached, 


duplexes and row 280 12.90 2.06 7.05 7.58 6.56 


Apartments 819 20.26 4.13 S64 Ga O24 
Others $,899 2.23 350900571474 2192 
Improvements 2,494 686 3.36 0.22 0.44 1.95 
Mobile homes 47 46.88 6.67 -9.09 -2.94 21.43 
Cottages 94 62.07 -42.00 -196 -3.77 3.92 


Commission to real 
estate agents 1326499060 1. O4te 14143 Fes 
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TABLE2. Housing Starts for Condominium in the Row Housing and Apartment Sector (Urban Centers) 


British- 

Atlantic Quebec Ontario Prairies Columbia Canada 
1986 
Q3 
Condominiums 181 1,843 2,636 177 1,413 6,250 
Row and apartment ho 7,974 5,707 1,402 1,691 17,549 
Ratio % 23.4 Zeal 46.2 12.6 83.6 35.6 
Q4 
Condominiums 84 1,821 3,094 175 1,193 6,367 
Row and apartment 379 9,077 7,024 1,304 1,543 19,327 
Ratio % WD. 20.1 44.0 13.4 Uk BOA) 
1987 
Ql 
Condominiums - 1,949 3,881 123 1,434 Uepxerd, 
Row and apartment 219 8,026 7,520 1,351 1,961 19,077 
Ratio Jo - 24.3 51.6 9.1 U3) 38.7 
Q2 
Condominiums 160 yA 4,797 140 1,652 8,676 
Row and apartment 938 10,911 10,663 1,203 2,988 26,703 
Ratio %o 17.0 Wie 45.0 11.6 5157-8) O25 


Estimates from the August Labour Force Survey 
indicate that employment grew rapidly throughout 
the year. The increase in August (0.4%) compares 
with the monthly average for 1987. The increase of 
263,000 jobs in 1987 has been well-distributed among 
goods and services; business services and construction 
have experienced the largest increases. The 
unemployment rate decreased significantly through- 
out the year, dropping from 9.4% in December 1986 to 
8.8% in August 1987. 


Most industries posted significant increases in 
employment during 1987, reflecting the general rise 
in spending on consumer goods, capital expenditures 
and spending on housing. The increases were partic- 
ularly large in business services and construction, 
reflecting the recovery in capital expenditures in 
1987. However, employment remained steady in trade 
after three years of strong growth. The average 


for July and August shows significant advances in 
trade, construction, finance, insurance and real estate, 
and manufacturing. The increases in these cases were 
for full-time employment. 


The number of unemployed persons dropped by 63,000 
from December 1986, taking the unemployment rate 
to 8.8% of the labour force in August. The decrease 
was moderated by the jump of 0.5 in the participation 
rate in the first quarter. During 1987, the labour force 
grew by 200,000, with approximately half the increase 
occurring in Quebec, largely among women 25 years of 
age and older. Since the fourth quarter, the female 
labour force 25 years of age and older has been 
advancing steadily in Quebec, increasing by an 
average of 2% per quarter, compared with 3.6% for all 
of 1986. The participation rate rose strongly in 
Quebec, but showed little change elsewhere in 
Canada. 
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The situation for households continued to strengthen 
in all regions of the country, according to the most 
recent data on the related indicators. In 1987 up to 
August, employment continued to grow and the unem- 
ployment rate fell in most regions. These improve- 
ments were accompanied by large increases in retail 
sales through June. The rise in starts, mostly in the 
first quarter has been concentrated in Quebec, Ontario 
and British Columbia, provinces which saw marked 
increases in labour income. Shipments continued to 
decline in the Prairie provinces in the first quarter, 
but increased in the second, a reflection of the reversal 
in shipments of petroleum products. Shipments in- 
creased as well in the Atlantic provinces (7.9%) in the 
second quarter. 


Quebec was the region which experienced the 
strongest growth in employment and labour income. 
From December 1986 to August 1987, employment in 
that province increased by 3%, compared with the 
Canadian average of 2.2%, and, from December 1986 
to June 1987, labour income rose by 6%, compared 
with the Canadian average of 4.0%. The largest 
increases in employment were in construction 
(26,300), trade (12,500) and public administration 
(13,800). Retail sales climbed 6.3% and starts jumped 
21.4% during the first half of 1987 (Table 3) while 
business investment will increase sharply in the year. 
The general increase in domestic demand was also 
reflected in the 2.5% rise in shipments in 1987, which 
compares to a national average 2.1%. 


Ontario had the strongest increase in employment and 
income throughout 1986 and in the first quarter of 
1987, but the growth slowed in the second quarter, 
dropping from 1.0% to 0.7% for employment, and from 
2.0% to 1.5% for labour income. Shipments in Ontario 
posted their first quarterly decrease since the third 
quarter of 1986, mainly as a result of the situation for 
transportation equipment. Our exports of automotive 
products dropped in the second quarter. At the same 
time, growth in retail sales (3.3%) was weaker than in 
the country as a whole (4%) and starts remained 
stable, while the growth in housing prices slowed in 
Toronto. In the second quarter, employment declined 
by 2.1% in trade and by 1.3% in construction but 
increased sharply in forestry and mining (12.7%). 
Increases in employment in 1987 contributed to drop 
of 1 percentage point in the unemployment rate, which 
fell to 5.8%. This rate compares with the last low of 
5.8% recorded in August 1981. 


British Columbia has seen strong growth in labour 
income in 1987, partly as a result of the post-strike 
return-to-work in the forestry sector in that province. 
Most of the growth occurred in the first quarter 
(4.4%). However, employment did accelerate in the 


second quarter, owing to increases in manufacturing 
(+ 17,000) and trade (11,600). Our exports of crude 
materials posted a strong increase for the third 
straight quarter in the second, while retail sales and 
residential construction continued to recover. Ship- 
ments were down in the second half of 1986 but in- 
creased 9.1% up to June. The increase in employment 
in 1987, combined with a drop of 0.3 percentage points 
in the participation rate, pushed the unemployment 
rate down by 1.8 percentage points, taking it to 11.6% 
in August. 


As in British Columbia, employment growth 
accelerated in the Atlantic provinces in the second 
quarter. The largest increases were in construction 
and in transportation, communication and other 
utilities. After a lacklustre first quarter in terms of 
spending, starts and retail sales jumped by 126.7% and 
4.2% respectively in the second quarter. Employment 
grew grew the most in these provinces in July and 
August, pushing the unemployment rate down from 
14.3% in June to 13.5% in August. This is after a 7.9% 
increase in manufacturing shipments in the second 
quarter. 


Employment growth on the Prairies remained weak in 
the second quarter, as did growth in retail sales, while 
housing starts declined. Employment continued to fall 
in the primary industries and in manufacturing. 
Shipments have fallen by 0.8% to date in 1987, despite 
a slight strengthening in the second quarter. The 
unemployment rate has decreased slightly and, in 
August, was the same as the national average. 


The major wage settlements in the second quarter 
involved an average increase of 4.0%, an advance 
equal to that in the first quarter, but slightly higher 
than that of 3.4% recorded for 1986 as a whole. The 
increase in the level of settlements continues to reflect 
both the larger proportion of public-sector agreements 
and a slightly larger average increase than in 1986 in 
both the private and public sectors. In the second 
quarter, as in the first, most of the agreements con- 
cluded involved provincial jurisdiction. Average 
hourly earnings have continued to slow during the 
same period. 


A majority of the 399,000 employees covered by new 
agreements worked in community, business and per- 
sonal services (247,000) and public administration 
(61,800), the sectors which continued to have the 
largest increases (4.3% and 4.4% respectively). Settle- 
ments reached in the other sectors continued to be few 
in number. However, construction, which experienced 
vigorous growth in employment in 1987, saw an 
acceleration of base rates compared with 1986 from 
3.0% to 4.0%. There was little change in the others, 


TABLE 3. 


Statistics by Region 


1986 
Ist 2nd Ist 
half half half 1Q 2Q August 
per cent change 
Urban housing starts 
Canada 22.9 4.2 PARTE DAE 17.6 5.2 
Atlantic 4.5 PNG, 30.0 -24.6 8192 8 L2Ga 
Quebec WG ee? 16.7 21.4 11.9 6.1 
Ontario 28.5 its WIND IX) 24.0 Oni 
Prairies 18.8 0 -0.9 U5 L322 -8.3 
British Columbia 17.0 29.3 “172 42.4 43.1 6.8 
Nominal retail sales 
Canada 8.2 3.4 4.0 4.3 2.0 4.0 
Atlantic 6.7 Bee 3.3 4.5 0.9 4.2 
Quebec 8.8 4.4 As 6.3 NG eZ 
Ontario 9.1 3.8 al 4.7 ve Oe 
Prairies 6.0 SED 0.1 2.5 1.0 Dei 
British Columbia 9.0 4.3 3.4 4.7 3.5 Sif 
Canada shipments 
Canada Deo, 0 0.6 Dea 1.4 -0.3 
Atlantic 4.6 4.5 3.0 1.9 0.4 7.9 
Quebec Ded; -0.8 1.9 Magis 0.7 iL 
Ontario Zell 0 1.3 2.0 1.3 -0.4 
Prairies -1.8 =210 3.0 -0.8 a1 eS) 
British Columbia ed 7.4 3a) 9.1 10.2 -1.0 
Wages and salaries 
Canada 6.4 Se3 2p3 Sali 2.0 al 
Atlantic 6.1 310 Bl 3.6 et 2.0 
Quebec 6.2 Oi! 2.6 4.0 1.8 3.4 
Ontario 8.2 4.0 3.6 3.6 2.0 eo 
Prairies 3.4 1.8 0.3 2s 0.8 ES 
British Columbia ea) hail -0.1 5 4.4 1.4 
Employment (LFS) (1) 
Canada 2.9 1.8 0.2 NS 7/ 0.8 ba 0.6 
Atlantic eT 1.9 -0.6 1.3 0.3 5 1.8 
Quebec Dee, 0.9 0.5 2.4 el 1.3 0.8 
Ontario 3.0 fe 0.5 1.9 1.0 0.7 0.6 
Prairies 2.0 1.1 -0.5 0.5 0.2 0.3 0 
British Columbia 3.8 2.9 0 1.4 0.3 2.8 0 
rate 

Unemployment rate (2) 
Canada 9.6 9.7 9.5 9.4 9.6 9.1 8.8 
Atlantic SEZ SEZ 15:2 15.1 je) 14.9 aga, 
Quebec 11.0 bie? 10.9 10.6 10.8 10.4 10.5 
Ontario 7.0 Gl 6.9 6.5 6.8 6.3 5.8 
Prairies 8.9 8.8 9.0 8.9 9.1 8.6 8.8 
British Columbia 12.6 yt NDT 12.8 13-5) Pas 11.6 
Participation rate (2) 
Canada 65.7 65.8 65.5 66.1 66.0 66.2 66.1 
Atlantic 57.4 57.6 Srl Sas Dilko Bled Sika 
Quebec 62.4 62.5 62.3 63.3 63.1 63.5 63.9 
Ontario 68.5 68.6 68.3 68.7 68.8 68.6 68.4 
Prairies 69.6 69.8 69.4 69.5 69.7 69.4 69.4 
British Columbia 65.1 65.1 65.0 65.6 65.3 65.9 64.8 


(1) Percent change between August and the second quarter average. 


(2) August level. 
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following weak growth in employment in 1986 Average hourly earnings of salaried and employees 
(transportation, communications and other utilities: paid by the hour have slowed in 1987, to an annual 
3.3% to 3.2%), manufacturing: 3.2% to 2.9%; primary rate of increase of 0.2% in the first quarter and 2.3% in 
industries: 1.5% to 1.8%). Base rates accelerated in the second, after a 3.3% rise in 1986. Hourly earnings 
trade, finance, insurance and real estate but the in the private sector decelerated sharply, to a 1% 
coverage of major units is especialy low in this group of average increase in the first and second quarter. In 
industries (3.4% in 1985). the second quarter, hourly earnings increased 


marginaly in manufacturing (0.3%) and declined by 
0.8% in trade, finance, insurance and real estate 
industries. In the public sector (Public adminis- 
tration, education, health and welfare services) hourly 
earnings increased by 3.5%, compared to 3.6% in 1986. 


TABLE 4. Effective Wage Increase in Base Rates and Hourly Earnings of Salaried and Worker Paid by 
the Hour, by Major Industry Division 


1987 
1985 1986 
Ql Q2 
% 

Allindustries 
Base rates ey 3.4 4.0 4.0 
Hourly earnings 3.5 oe 0.2 2.8 
Primary industries 
Base rates 4.0 15 3.0 1.8 
Hourly earnings 4.4 7, 1.7 2.9 
Manufacturing 
Base rates 4.3 3.1 3:0 29 
Hourly earnings 4.4 3.3 -0.5 2.0 
Construction 
Base rates 1.3 3.0 - 4.0 
Hourly earnings 2.4 aL le 3.9 
Transportation, communication and other utilities 
Base rates 3.4 3.3 3.3 3.2 
Hourly earnings 3.5 3.8 6.8 1.9 
Trade — Finance, insurance and real estate 
Base rates 3.6 Ze Dal 2.9 
Hourly earnings 4.1 4.4 3.0 -0.8 
Community, business and personal service industries 
Base rates 3.3 3.6 4.1 4.3 
Hourly earnings 3.4 Te) -3.6 4.0 
Public administration 
Base rates 4.3 3.8 4.6 4.4 
Hourly earnings Heesfl 4.0 3.2 0.1 
Public sector 
Base rates! 3.8 Bal 4.2 4.2 
Hourly earnings? 4.3 3.6 10.0 ssi) 
Private sector? i ae ie, Ay 
aed os Ba 2.8 0.4 1.7 


Hourly earnings 


1 Public sector base rates consist of all agreements in public administration, urban transit systems, liquor, wine and beer stores, crown 
corporations, education, health and welfare, telephone, electric and other utilities excluding Bell Canada, Quebec and B.C. Telephone and 
Ontario andQuebec Hydro. 

2 Public sector hourly earnings cover all workers in public administration, urban transit systems, liquor, and beer stores, 
welfare and water utilities. 

3 Private sector consists of all other industries. 


education, health and 
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Investment 


Business investment in plant and equipment posted its 
second consecutive quarterly gain of about 3%. These 
increases more than offset the drops posted in mid- 
1986, and left the volume of investment 6.2% above tts 
level of a year-ago. 


Outlays for machinery and equipment rose by 3.3% in 
the second quarter, its twelfth consecutive quarterly 
gain. Auto rebates spurred vehicle purchases, while 


demand for office and computer equipment continued © 


to rise steadily. 


Spending on non-residential construction increased by 
2.4%, essentially the same growth as in the first 
quarter. Investment in this sector - which bore the 
brunt of cutbacks in the energy sector in 1986 - 
remains slightly below its level of a year-ago. Large 
increases in building construction accompanied a 
stabilisation of exploration and development of oil and 
gas. Further gains in the building component are 
augured by the recent upturn in non-residential 
building permits. Permits rose by 9.5% in the first 
quarter, and by a further 12.3% in April and May. 


A strengthening of business investment plans also was 
evident in the mid-year results of business investment 
plans in the survey of Public and Private Investment 
(PPI). Nominal business spending plans for 1987 were 
revised up by slightly over $4 billion from the survey 
taken at the turn of the year. The upward revision was 
widespread by industry and by region. 


Almost half of the upward revision in the PPI occured 
in the services sector. The gain was led by the 
financial industry, particularly the real estate 
industry where demand for housing was robust in the 
first half of 1987. Commercial services also posted a 
large increase. Within the goods sector, there was a 
significant strengthening of investment intentions in 
the energy industry, following large cutbacks in 1987. 


The strengthening of investment intentions in the first 
half of 1987 accompanied a rapid increase in corporate 
profits. On a National Accounts basis, corporate 
profits before taxes rose by 6% in each of the first two 
quarters of 1987. The per cent gain of base profits of 
industrial corporations was slightly greater, as this 
measure of profits included capital gains accruing from 
the appreciation of the Canadian dollar. 


The growth of corporate profits to date in 1987 
reflected the large gains in final sales and an 
improvement in profit margins. Overall, profit 
margins for industrial corporations stood at 3.9% in 
the second quarter, compared to 2.9% in the third 
quarter of 1986. 


TABLE 5. Mid-year Survey of Business 
Investment Plans 


Level Revision 


(millions of dollars) 


Agriculture 2,599 5 
Fishing 129 0 
Forestry 243 -18 
Mining 6,821 +689 
Construction 1,559 +88 
Manufacturing 15,936 +818 
Transportation 3,923 +238 
Communications 4,175 +230 
Utilities 7,413 +156 
Trade 2,933 +202 
Finance 8,682 +1,089 
Commercial services 8,554 +667 
Total 62,967 + 4,154 


Profit margins in mining continued to recover from 
the losses posted in the last three quarters of 1986. In 
particular, profits margins for metal mines rebounded 
to 6.1% in the second quarter, following seven 
consecutive quarterly losses, while mineral fuels 
continued to recover from the losses pasted in 1986 
when energy prices collapsed. The minerals fuels 
industry had written-off more than $4.1 billion of 
assets in the last half of 1986. 


TABLE6. Profit Margins in Mining 


Total Metal Mineral 
mine fuels 
1986 
Ql 6.4 sl 10.7 
Q2 1.8 -1.0 25 
Q3 2.7 0.3 4.6 
Q4 i kgf) 2.0 1.7 
1987 
Ql a2 3.0 6.2 
Q2 6.0 6.1 6.3 


Profits in manufacturing rose by $1 billion in the 
second quarter, as all the major industries posted 
gains except for transportation equipment. Overall, 
profit margins in manufacturing rose to 6.3% of sales, 
the highest level in over two years. 


The firming of investment in the resource - based 
sectors of the economy was reflected in an upward 
revision of business investment outside of central 
Canada. Almost 40% of the $1.6 billion upward 
revision to investment in Atlantic and Western 


Canada originated in the primary sector. In 
particular, large revisions were posted in the oil and 
gold industries. 


By comparison, most of the upward revision to 
investment plans in Ontario and Quebec originated in 
the services sector (+ $1.5 billion) and, to a lesser 
extent, in manufacturing (+$600 million). Real 
estate companies accounted for much of the increase in 
services, especially in Ontario where the housing 
market has boomed so far in 1987. 


TABLE7. Investment by Region 
Atlantic Canada Quebec Ontario Prairies B.C. and North 
Level Revision Level Revision Level Revision Level Revision Level Revision 
(millions of dollars) 
Primary construction 1,001 95 1,086 tal 1,914 80 5,897 274 1,452 232 
Manufacturing 807 21 4,158 304 8,245 323 1,219 -45 1,505 214 
Utilities 847 sil 3,482 101 6,249 174 3,448 236 1,482 102 
Services alos 108 4,167 315 9,407 1,204 3,342 202 2,100 128 
Total 3,808 235 12,893 791 25,815 1,781 13,906 667 6,539 676 
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Prices 


The implicit price index for GDP rose by 0.9% in the 
second quarter, compared to 1.4% in the first. All of the 
first quarter upturn and the subsequent slowdown in 
prices reflected changes in the mix of goods held in 
inventories, as prices for GDP excluding inventories 
rose by 1.0% in each of the first two quarters. Prices for 
final domestic demand rose by 1%, while the terms of 
trade for Canada softened again in the quarter. 


The implicit price index for personal expenditure on 
goods and services rose by 1.0% in the second quarter, 
the same as in the first quarter. Prices were 
restrained by a 0.3% drop in prices of durable goods, 
reflecting auto rebates offered to stimulate car sales. 
Prices of non-durable goods were pushed-up by 1.7%, 
as energy and food prices rose. Energy prices 
increased by 4.0% and 3.2% in the first two quarters of 
1987, after a total decline of over 13% during the last 
three quarters of 1986. Increased sales taxes also put 
upward pressure on the cost of highly — taxed non- 
durable goods such as tobacco and alcohol, as well asa 
wide range of services. 


The implicit price index for residential construction 
moderated significantly in the second quarter. 
Housing costs had risen by about 3% in each of the 
previous four quarters, particularly in central 
Canada. Prices rose by only 0.9% in the second 
quarter, however, as resale demand softened in central 
Canada. The rate of increase in the New Housing 
Price Index continued at a rapid clip in the second 
quarter (+ 4.5%). 

The terms of trade for Canada edged-down in the 
second quarter, as export prices declined by 0.2% while 
import prices were essentially unchanged. The overall 
decline in export prices originated entirely in end 
products (-1.7%), largely due to auto rebates. This 
masked an improving trend in raw materials prices. 
The price of agricultural exports rose 2.7% in the 
second quarter, the first quarterly increase in over two 
years, aS wheat prices had plummetted. Prices for 
crude materials edged-up by 0.2%, after a 3.1% gain in 
the first quarter. These increases reflect a recovery in 
energy prices and in a wide range of metal ores. 
Higher prices for refined petroleum and mineral 
products also helped to boost prices for fabricated 
materials by 2.2%. 


The stability of import prices in the second quarter 
followed four consecutive quarterly declines. Higher 
prices for crude oil imports accounted for much of the 
reversal. Prices for imported manufactured goods 
declined in the second quarter. This drop originated in 
auto rebates and in the appreciation in the value of the 
Canadian dollar. Compared to the U.S. dollar, the 
Canadian dollar rose from 72.22 cents in the last 
quarter of 1986 to 74.76 in the first and 75.03 in the 
second. The firmer Canadian dollar led to lower prices 
for manufactured goods imported from the United 
States, notably for machinery and equipment. 


The further increase in the value of the Canadian 
dollar in July will continue to dampen import prices. 
At the same time, some of the other determinants of 
prices also exerted a dampening influence on prices. 
Unit labour costs in June were little changed from 
January, as the large gains in output have raised 
output-per-employee to offset wage increases. In turn, 
the annual rate of increase in negotiated wage 
settlements remained at 4.0% in each of the first and 
second quarters. Finally, world crude oil prices eased 
back $20 (U.S.) a barrel in July and August. 


The Consumer Price Index accelerated in the second 
quarter, with its growth rate rising from 0.9% in the 
first quarter to 1.4%. This acceleration was connected 
mainly with the price of housing in Toronto, the 
levying of taxes on tobacco and alcohol and the end of 
the stabilization in international oil prices. The 
overall increase was moderated by the drop in 
automobile prices that resulted from manufacturers’ 
discounts. 


With an increase of 1.1%, housing accounted for 
nearly 30% of the rise in the overall index in the 
second quarter. The increase in prices was very large 
in Toronto, especially for owned property, for which 
there was a rise of 4.5%, compared with 1.6% for 
Canada as a whole. However, the overall price for 
housing rose more slowly in June in Toronto. 


The increase in energy prices was mainly the result of 
the rise in the price of gasoline for transportation, 
which posted a large increase of 5.3%, while the prices 
of electricity and liquid fuel for home use rose by only 
1.3% and 1.6% respectively. The increase in the 
Consumer Price Index was moderated somewhat by 
the decrease of 2.2% in prices for new cars. 
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External Sector 


The current account deficit widened slightly from $1.8 
billion in the first quarter to $2.0 billion in the second. 
A drop in the merchandise trade balance accounted for 
all of this increase, as there was little change in the 
non-merchandise balance. The nominal merchandise 
trade surplus declined by slightly over $300 million in 
the second quarter, as exports declined 2.3% compared 
to a 1.4% drop in imports. The slowdown in exports 
and imports followed relatively large increases in the 
second half of 1986. The merchandise trade surplus in 
the first half of 1987 was $11.6 billion at annual rates, 
compared to $10.4 billion for all of 1986. 


The drop in export receipts reflected a small decline in 
export prices coupled with a 2.3% decline in the 
volume of exports. Shipments to the United States 
decline by 2.5%, while exports to Europe and Japan 
fell more rapidly after exceptionally rapid increases of 
near 10% in the first quarter. The slack in U.S. 
demand was largely due to a 10% drop in automotive 
exports. Automotive exports stood 12% below the level 
of a year-ago, as the U.S. auto market has slackened to 
date in 1987. There also was a slowdown in exports of 
forestry products (-1.4%), although this followed a 
gain of 12.0% in the first quarter. 


The export performance of a number of resource-based 
industries improved in the second quarter, partly due 
to rising prices. Export receipts for energy products 
rose by 7.4%, after a 6.7% increase in the first quarter. 
Crude oil prices rose by 12.4% in the second quarter, 
and receipts for oil exports jumped by 34.5%. Exports 
of industrial goods rose by 2.9%, as large increases 
were posted for metal products such as zinc (+ 22%), 
aluminum (+7%), copper (+41%), and precious 
metals (+26%). Prices for these products have risen 
on average by 15% since the start of the year. The 


firming of prices and export demand for resource- 
based products accompanied large upward revisions to 
planned business investment in these industries in the 
first half of the year. 


The rebound in prices of many natural resource 
products to date in 1987 has not been reflected in the 
terms of trade for Canada. The implicit price index for 
total exports edged-down by 0.3% in the second 
quarter, after a 1.0% drop in the first. While a small 
part of this decline reflected the effect of price 
discounts for cars, most of the decline reflected a 
change in the mix of goods exported. In particular, the 
increased share of exports accounted for by relatively 
low-priced products (such as energy, food, and mineral 
products, where prices sagged in 1986) served to 
reduce the implicit price index for exports in the first 
and second quarters. The fixed — weighted (laspeyres) 
index for export prices — which more purely measures 
price changes - increased by 2.9% in the first six 
months of the year. 


Merchandise imports declined by 1.5% in the second 
quarter, with all of the decrease originating in a drop 
in the volume of imports. Most of the reduction 
originated in lower imports of crude petroleum, while 
the drop in auto production in Canada sharply 
curtailed demand for motor vehicle parts. A decline in 
current dollar imports of machinery and equipment 
was partly due to large price declines. While the 
increased value of the Canadian dollar itself would 
serve to dampen import prices, there continue to be 
outright price reductions for a number of high 
technology products. For example, the price index 
(1981=100) for office machinery declined to 40.3 in 
the second quarter, while the prices index for 
televisions and stereos eased to 90.8. 
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Financial Markets 


Funds raised by domestic non-financial sectors 
amounted to $28.3 billion in the second quarter of 
1987, compared to $24.9 billion a year earlier. Private 
non-financial sectors accounted for 78% of this total. 
Financial requirements in the quarter were met 
primarily by mortgage and consumer credit borrowing 
as well as stock and bond issues. 


Demand for funds by households continued at a high 
pace in the second quarter. Consumer borrowing 
accelerated, reflecting the gain in expenditure on 
consumer durables. Despite the rise in mortgage 
interest rates from April to June, household mortgage 
demand was very strong (record borrowings of $8.5 
billion) as residential construction activity continued 
to increase. 


Non-financial private corporations accounted for 37% 
of credit market funds raised by domestic non- 
financial sectors. Notably, loans and bonds were 
relatively important financing instruments. Funds 
raised through bank loans were at one of their highest 


levels since the fourth quarter of 1981. There were net 
new issues of shares of $3.5 billion in the quarter. A 
significant portion of the share issues was con- 
centrated in the mining industry. Common shares 
accounted for almost all of the new issues. 


The proportion of funds raised on credit markets by 
general government was down sharply to 22% from 
34% in the second quarter of 1986. This reflected the 
decline in the federal government’s net borrowing in 
the quarter, with revenues growing considerably 
faster than expenditures. Net bond issues in this 
sector totalled $1.1 billion, a decrease from $2.7 billion 
a year earlier; redemptions of Canada Savings Bonds 
amounted to $1.5 billion. Net issues of short-term 
paper (Treasury bills and Canada bonds) were also 
very low ($1.6 billion) compared to an average second 
quarter issue of $4.3 billion for the past three years. 
Issues of provincial government treasury bills and 
bonds were up nearly a billion dollars over last year. 
Provincial bond issues of $3.6 billion included $900 
million in three-year capital bonds sold to residents of 
Alberta. 
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United States 


Real GNP in the United States rose by 0.6% in the 
second quarter. This rate represents a slowdown from 
the 1.1% gain in the first quarter, but is equal to the 
average growth rate in the past four quarters. Growth 
originated in continued gains in exports and in a 
rebound of final domestic demand from a first quarter 
decline. Inflation, as measured by the implicit price 
index for GNP, eased to a year-over-year increase of 
3.1%, while the federal budgeraty deficit continued to 
narrow rapidly. 


Final domestic demand rebounded by 0.8% in the 
second quarter, after a 0.9% decline in the first. 
Spending on durable goods had declined in the first 
quarter, when special tax treatment of these purchase 
ended. In total, consumer demand rose by 0.5%, 
housing was little change, while business investment 
grew by 2.3%. The second quarter rebound in 
household and business demand reflected continued 
rapid increases in personal incomes and corporate 
profits. Personal income rose by 1.5%, after a 2.0% 
jump in the first quarter, supported by a 0.8% increase 
in employment. An irregular 8.8% jump in income 
taxes, however, limited the gain in disposable incomes 
to 0.4%. Corporate profits grew by slightly over 4%, 
and have risen by 19.0% in the past four quarters. 


The volume of real net exports continued to improve in 
the second quarter, as exports (+3.0%) rose faster 
than imports (+1.9%). Exports had risen by about 
2.5% in each of the previous three quarters, bringing 
the year-over-year increase to 10.6%. Over the same 
period, the volume of imports slowed to 5.0%. Current 
dollar imports, however, increased more rapidly than 
the volume increase, as the price of imported crude oil 
rebounded in the first half of 1987. 


The increase in exports and the slowdown in import 
volumes accompanied an acceleration in industrial 
production. Industrial production increased by 0.8% 
in the first quarter, by 0.9% in the second, and by a 
further 1.1% in July and August. By August, the 
index of industrial production stood 4.5% above the 
level of a year-earlier. The acceleration in industrial 
production to date this year occurred despite steady 
cutbacks in automotive output. Auto production was 
cut by 29% between February and August, as auto 
firms struggled to reduce inventories. By the end of 
July, the ratio of stocks to auto sales was 2.67, its 
lowest level of the year. This ratio is likely to decline 
sharply in August, when output dropped by 12% while 
rebates spurred sales by 22%. 


The federal government budgetary deficit declined 
steadily from $230 billion (at annual rates) in the 
second quarter of 1986 to $170 billion in the first 
quarter of 1987, and subsequently to $142 billion in 
the second quarter. As a percentage of GNP, the 
federal deficit has declined from 5.5% to 3.2% in the 
past year. Virtually all of the reduction originated in 
sharply higher revenues, up 12.8%, as spending has 
risen by only 1.6% in the past year. Improved labour 
market conditions have contributed to the sizeable 
reduction of the deficit. The 2.7% increase in 
employment in the past year helped to boost personal 
income tax collections by $60 billion. At the same 
time, a drop in the unemployment rate (to 6.0% in July 
and August) served to slow the growth in transfer 
payments to persons to only $18 billion in the past 
year. Lower interest rates and the declining deficit 
have reinforced each other, and interest payments on 
debt slowed to a $4.5 billion year-over-year increase. 
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